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COMPANY: EPCOR Water Arizona Inc. and Willow Valley Water Co.
DOCKET NO: W-01732A-15-0131

Response provided by: Shawn Bradford
Title: VP, Corporate Services, EWAZ
Address: 2355 W. Pinnacle Peak Road, Suite 300

Phoenix, AZ 85027

Company Response Number: STF GWB 1.3

***For all data requests for which you do not have the information requested, please state
such and skip to the next data request. Also, for responses to data requests that may be
voluminous or overly burdensome, please contact the assigned analyst, Gerald W.
Becker, at 602-542-0831 to discuss.

Q: Synergies - Please describe and quantify the value of all positive and negative
synergies expected to result from the transfer of Willow Valley to EPCOR.
Attach supporting schedules as necessary.

A:  The synergies expected to result from this transfer are summarized below:

Service Level: The proximity of EWAZ's other systems will benefit present and future
customers within the Willow Valley service area. As the largest provider of utility service
in the Mohave County area, EWAZ will be able to provide a level of service and support
to customers that meets or exceeds existing service levels.

Response Time: EWAZ's regional presence in Mohave County naturally affords it access
to broad in-house utility expertise and resources that can be deployed quickly. In addition,
the proximity of EWAZ's other systems provides access to additional operational
resources and personnel not currently available to Willow Valley.

Customer Service: Willow Valley customers will be integrated into EWAZ's existing
customer service, billing and work order dispatch systems at the time the acquisition is
approved. This will provide for a seamless transition into the existing operations in
Mohave County.

Maintenance and Operations: EWAZ currently uses various sophisticated maintenance
and management systems such as maintenance management, environmental and water

~ quality compliance management, hydraulic modeling, and GIS systems. All these support

resources will be deployed in support of the Willow Valley system at the time of closing to

provide reliable and high quality service to customers.

Financial Strength: Willow Valley's customers will benefit from EWAZ's financial strength.
EWAZ has the financial resources to finance needed infrastructure improvements and
future capital and expense requirements, including those that may be required by
governmental entities to comply with environmental laws and regulations.
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COMPANY: EPCOR Water Arizona Inc. and Willow Valley Water Co., Inc.
DOCKET NO: W-01732A-15-0131

EXHIBIT
Response provided by: Shawn Bradford
Title: VP Corporate Services, EWAZ
Address: 2355 W. Pinnacle Peak Road, Suite 300

Phoenix, AZ 85027

Company Response Number: STF GWB 1.8

***For all data requests for which you do not have the information requested, please state
such and skip to the next data request. Also, for responses to data requests that may be
voluminous or overly burdensome, please contact the assigned analyst, Gerald W.
Becker, at 602-542-0831 to discuss.

Q: Ratepayer benefits - The Application states “Approval of this Application is in
the public interest - it will benefit Willow Valley’s customers in several ways and
will have no adverse effects.”

a. Please describe and quantify all specific benefits to ratepayers that are
expected to result as a result of the transfer of the system to EPCOR.
Piease describe the methodology used to determine the existence of
ratepayer benefits and their valuation.

b. Piease describe the any benefits to be foregone by the ratepayers and
expected detriment to the ratepayers if the transfer is not approved.

A a Willow Valley customers are expected to benefit from approval of this
Application in the ways identified in EWAZ's response to STF GWB 1.3.
The benefits are by their nature not quantifiable, and therefore no schedules
quantifying the benefits are provided.

b. Please refer to EWAZ's response to item a. above.
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COMPANY: EPCOR Water Arizona Inc. and Willow Valley Water Co., Inc.
DOCKET NO: W-01732A-15-0131

EXHIBIT
Response provided by: Troy Day
Title: VP Operations, EWAZ % S-3
A AT
Address: 2355 W. Pinnacle Peak Road, Suite 300 Wi

Phoenix, AZ 85027

EWAZ Response Number: STFGWB 19.aand 19.¢

Response provided by: Ron Fieming
Title: CEO, Global Water Resources, inc.
Address: 21410 N. 19" Ave., Suite 220

Phoenix, AZ 85027

Willow Valley Response Number: STF GWB 1.9.b

***For all data requests for which you do not have the information requested, please state
such and skip to the next data request. Also, for responses to data requests that may be
voluminous or overly burdensome, please contact the assigned analyst, Gerald W.
Becker, at 602-542-0831 io discuss.

Q: SIB -

a. EWAZ - Please indicate whether EPCOR would affect system repairs as
provided by the System Improvement Benefit mechanism (“SIB”) approved
in Decision No. 74364. Please describe in detail the distribution
improvement projects that would be planned.

b. Willow Valley - Please describe if any SIB improvements have been made

and reported to the Commission via a SIB filing subsequent to Decision No.
74364. If none or de minimus amounts, please explain the reasons that
there have been no SIB related repairs to the system.

C. Please describe any expected modifications to the existing SIB that EPCOR
would expect to propose now or in future rate proceedings, and quantify any
such impacts to the ratepayers. Attach supporting schedules, as
necessary.

A a. EWAZ intends to implement the SIB eligible projects approved in Decision
No. 74364, but will need to become familiar with the operation and service
area before developing a detailed capital investment plan for
implementation.

b. Willow Valley: As stated in Willow Valley Water Company, Inc.’s ("Willow
Valley”) SIB Status Report filed February 25, 2015 in Docket No. W-
01732A-12-0315 to date, Willow Valley has not constructed any SIB
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projects. However, Willow Valley took a number of steps to prepare for
construction of SIB projects. Willow Valley's Engineering and Construction
Staff conducted a thorough on-site data collection effort and concluded the
finite details of the project, including the service lateral installation locations
for each individual customer. During this on-site effort, Willow Valley’s staff
contacted and met with the appropriate City and County agencies to discuss
the details of the projects, obtain the required construction specifications,
and determine the necessary permitting processes. The team compiled this
information and hired an engineering firm to produce the detailed
construction drawings, which have been compieted. Willow Valley
anticipated beginning construction on SIB projects in 2016.

With the signing of the Purchase and Sale Agreement between Willow
Valley and EWAZ on March 23, 2015, Wiliow Valley is not currently
proceeding with submitting the drawings to contractors to obtain bids and
award a contract for construction.

C. EWAZ will need to have some time operating the system before it can
comment on the existing SIB. Once EWAZ has the appropriate operating
experience, it will work with ACC Staff to propose any needed changes to
the SIB.
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COMPANY: EPCOR Water Arizona Inc. and Willow Valley Water Co., Inc.
DOCKET NO: W-01732A-15-0131

Response provided by: Ron Fleming EXHIBIT
Title: CEO, Global Water Resources, Inc. g 5,, 3(
Address: 21410 N. 19" Ave., Suite 220 Aiiai i

Phoenix, AZ 85027

Response provided by: Troy Day
Title: VP Operations, EPCOR
Address: 2355 W. Pinnacle Peak Road, Suite 300

Phoenix, AZ 85027

EWAZ Response Number: STF GWB 1.10

***For all data requests for which you do not have the information requested, please state
such and skip to the next data request. Also, for responses to data requests that may be
voluminous or overly burdensome, please contact the assigned analyst, Gerald W.
Becker, at 602-542-0831 to discuss.

Q: Operational concerns - Please describe all operational deficiencies known and
each Company’s respective plan to correct these deficiencies including estimated
costs and dates of completion.

A. Willow Valley: Willow Valley Water Company is in compliance with all operational
requirements and there are no “operational” deficiencies.

Since Global Water Resources, Inc. (“Global Water”) acquired Willow Valley in
20086, it has made significant investments in improving and modernizing Willow
Valley's systems and infrastructure. The first investment was in the addition of
modern chlorination systems because chiorination was not in place at the time
Willow Valley was acquired. Unfortunately, while chiorination helps ensure water
is disinfected and safe to consume, it also created aesthetic issues with the color
of the water due to the presence of high concentrations of iron and manganese in
the source water, and significant build-up/scale on the interior of the piping system
which had formed there over many years due to the lack of proper treatment and
maintenance. To remedy these aesthetic issues, Willow Valley invested in a new
well and treatment systems that addressed both the water quality and the water
appearance, which overtime also aliowed the utility to flush all of the deposits out
of the distribution system. In addition, Willow Valley invested in upgrading and
replacing pumping and piping infrastructure as necessary to improve the reliability
and performance of the system and reduce water loss. Finally, Willow Valley
replaced all the individual customer meters and equipped them with an advanced
metering fixed network system, and installed a SCADA system. These technology
- systems resulted in many operational improvements and efficiencies, aliowing for
accurate remote metering, better customer service, and an enhanced capability to

5893768_2




monitor operations ensuring safe, reliable, and economical service to the
customers. These efforts have resulted in minimal to no water quality or service
level complaints from the Willow Valley customers over the last several years.

Willow Valley’s evaluation of the existing infrastructure and need for additional
improvements over the next five year planning horizon is contained in the Willow
Valley Water Company Water System Engineering Report for System
improvement Benefit (SiB) (revised version submitted to Staff on August 20, 2013,
with further corrections on Sept. 3, 2013). A copy is attached.

For further information on the condition of Willow Valley when it was acquired by
Global Water in 20086, the improvements made since that time, and the remaining
work to be done, please see the following:

o Direct Testimony of Ron Fleming, July 9, 2012, filed with the Rate Application
in Docket No. SW-20445A-12-0310, at pages 25-31 and Attachment 3 -- Willow
Valley Water Company Water System Master Plan & Preliminary Engineering
Report, February 2011. (Copy attached.)

e Hearing Transcript (Volume V) for September 19, 2019 hearing in Dockets W-
01212A-12-0309 et al, especially pages 781-792. (Copy attached.)

EWAZ: It is too early for EWAZ to have identified operational deficiencies and a
corrective action plan. EWAZ will need to become familiar with the operation and
systems prior to making a determination including budget estimates and
schedules. EWAZ did conduct an overview assessment of the system in its due
diligence efforts, and is aware that in spite of the progress made by Global in
addressing water quality concerns during its ownership of the system, further work
and investment are required to address areas of particular concern to EWAZ, such
as meeting EWAZ's standards of health and safety, maintenance investment,
addressing concerns over high levels of non-revenue water, and maintenance of
non-operational distribution system valves. At this time it is too early for EWAZ to
have developed a detailed capital investment plan for the level of investment
required to address the general concerns mentioned above, therefore no cost
estimates are provided with this response.
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FIGURE 13

Company Name: Willow Valley Water Company Inc
Name of System: King Street

S TOTALS

WILLOW WVALLEY 51B- HISTOI

Year Hlon Sold al Gallo _ | v
2008 91,995 115,312 20.2%

2009 101,495 121,812 16.7%
2010 83,227 104,209 20.1%
2011 68,712 89,824 23.5%
2012 66,696 87,516 23.8%

Source: 2008-2012 Willow Valley Water Company Annual Report

WILLOW VALLEY SIB-PROJECT FUTURE WATER LOSS

2014"" B k Pfdject 1 Completed T <19%

2015* Project 2 Completed <16%
2016* Project 3 Completed <14%
2017* Project 4 Completed <12%
2018* Project 5 Completed <10%

* The reduction in water loss is calculated by taking the realized benefits from replacing
the aging infrastructure that has failed a multitude of times in the past and proved to
be a major contributor to the water loss recorded for the system. The overall objective
of the Willow Valley Water Company is to reduce the overall system water loss to
approximately 7%. The 5 Year SIB Project Plan targets the area where infrastructure is
most prone to failure and the biggest contributor to water loss. It is estimated that
water loss will be at approximately 10% when all five SIB projects have been
completed.
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EXECUTIVE SUMMARY
WILLOW VALLEY WATER COMPANY & EPCOR WATER ARIZONA, INC.
DOCKET NOS. W-01732A-15-0131 & W-01303A-15-0131

I am presenting Staff's recommendations regarding the transfer of Willow Valley Water Co., Inc.
(“Willow Valley”) to EPCOR Water Arizona Inc. (“EWAZ”) (collectively, the “Applicants”™).

On Apnl 23, 2015, Willow Valley and EWAZ filed an application to request that the Arizona
Corporation Commission (“Commission”) approve, pursuant to the Arizona Revised Statutes
(“A.R.S.”) §§ 40-281, 40-282, 40-285 and Arizona Administrative Code (“A.A.C.”) R14-2-402, the
sale of Willow Valley’s utility system and transfer of its Certificate of Convenience and Necessity
(“CC&N”) to EWAZ. The application proposes that EWAZ will pay a price that is 10 percent in
excess of the rate base value of Willow Valley. On June 1, 2015, EWAZ filed a supplement to the
application to desctibe the proposed surcharge mechanism to subsequently fund the proposed
acquisition premium by seeking a bonus incentive for certain prospective spending on the Willow
Valley system.

Staff recommends approval of the transaction subject to the following conditions:

1. That the Commission deny recognition of any acquisition premium that EWAZ pays
for Willow Valley,

2. That the Commussion deny recognition of any acquisiion adjustment or other
premium to be applied to expenditures required in the ordinary course of business,

3. Because of the recent Court of Appeals opinion, which set aside the Commission’s

approval of a System Improvement Benefit (“SIB”) mechanism that was materially
identical to the SIB approved for Willow Valley in Decision No. 74364, it is
necessary to stay the implementation of the SIB mechanism, along with all
compliance matters related to the SIB mechanism as set forth in the Plan of
Administration if not already done so, pending the outcome of further court
proceedings,

4. That EWAZ be put on notice that Willow Valley should wotk towards balanced
capital structure and that a hypothetical capital structure may be deemed in a future
rate proceeding if EWAZ fails to do so,

5. In its next full rate case, EWAZ shall include a regulatory liability of $260,224 to
make the ratepayers whole for the effects of the net Accumulated Deferred Income
Tax liability that is being retained by Global Water Resoutrces, Inc. EWAZ shall also
propose an amortization methodology not to exceed five years for the regulatory
lability in its next full rate case, and

6. EWAZ shall continue to comply with all decisions, and more specifically the
requirements of Decision No. 74364 which annual requires reporting of the Willow
Valley’s water losses until such at time as annual water losses is less than 10 percent.




Direct Testimony of Gerald Becker
Docket Nos. W-01732A-15-0131 & W-01303A-15-0131
Page 1
1| INTRODUCTION
25 Q. Please state your name, occupation, and business address.
3 A My name is Gerald Becker. I am an Executive Consultant III employed by the Arizona
4 Corporation Commission (“Commission”) in the Utilities Division (“Staff”). My business
5 address is 1200 West Washington Street, Phoenix, Arizona 85007.
6
70 Q. Briefly describe your tresponsibilities as an Executive Consultant III.
8t A. I am responsible fot the examination and verification of financial and statistical information
9 ri included in utility rate applications. In addition, I develop revenue requirements, and prepare
10 written reports, testimonies, and schedules that include Staff recommendations to the
11 Commission. I am also responsible for testifying at formal hearings on these matters.
12
13 Q. Please describe your educational background and professional experience.
141 A I received a Master’s of Business Administration with an emphasis in Accounting from Pace
15 University. I am a Certified Public Accountant and a Certified Internal Auditor.
16
17 I have participated in multiple rate, financing and other regulatory proceedings. I attended
18 the National Association of Regulatory Utility Commissioners (“NARUC”) Utilities Rate
19 School.
20
21 I began employment with the Commission as a utilities regulatory analyst in April 2006. Pror
22 to joining the Commission, I worked as an Auditor at the Department of Economic Security
23 and Department of Revenue in the Taxpayer Assistance Section. Prior to those jobs, I
24 worked for 15 years as an Auditor, Analyst, Financial Analyst, and Budget Manager at United
25 Iluminating, an investor-owned electric company in New Haven, CT.
26




Direct Testimony of Gerald Becker
Docket Nos. W-01732A-15-0131 & W-01303A-15-0131
Page 2
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What is the scope of your testimony in this case?

On Apnl 23, 2015, Willow Valley Water Co., Inc. (“Willow Valley”) and EPCOR Water
Arizona, Inc. (“EWAZ”) (collectively, the “Applicants™) filed an application to request that
the Commission approve, pursuant to the Arizona Revised Statutes (“A.R.S.”) §§ 40-281, 40-
282, 40-285 and Arizona Administrative Code (“A.A.C.”") R14-2-402, the sale of Willow
Valley’s utility system and transfet of its Certificate of Convenience and Necessity (“CC&N™)
to EWAZ. The application proposes that EWAZ will pay a price that is in excess of the rate
base value of Willow Valley. On June 1, 2015, EWAZ filed a supplement to the application
to describe the proposed surcharge mechanism to fund the proposed acquisition premium
and to tequest a bonus incentive on prospective amounts spent on Willow Valley. I am

presenting Staff's recommendations regarding the transfer of Willow Valley to EWAZ.

Willow Valley is a subsidiary of Global Water Resources, Inc. (“Global”). Present rates were
set in Docket No. W-01732A-12-0315 which resulted in Decision No. 74364, dated February
26, 2014. This decision was the result of a settlement agreement and resulted in a revenue
increase of $404,269, or 57.53 percent, over test year revenues of $§507,537, for total approved
revenues of $1,106,922." This revenue increase is phased in over 2 years beginning in 2015.
Decision No. 74364 also approved a System Improvement Benefit (“SIB”) mechanism to
addtess, in patt, the 23.40 percent water loss in Willow Valley during its test year, along with

other necessaty repairs to the distribution system.

What is the basis of your recommendations?
1 have reviewed the joint application of EWAZ and Willow Valley whereby EWAZ would
acquire certain assets of Willow Valley. I compared the application with the terms and

conditions attached to reorganizations approved by the Commission and other regulatory

1 See Decision No. 74364, Settlement Schedule A-1, for Willow Valley.
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1 bodies to ensure adequate protections exist for the ratepayers along with evaluating the
2 amount of benefits that would accrue to the ratepayers as a result of the proposed transfer of
3 assets.
4
5] SUMMARY OF TESTIMONY AND RECOMMENDATIONS
6fF Q. Please summarize Staffs recommendations.
71 A Staff recommends approval of the transfer subject to certain conditions which are intended to
8 benefit and protect ratepayers. These conditions include:
9
10 | 1. That the Commission deny recognition of any acquisiion premium that it pays for
11 Willow Valley,
12 2 That the Commission deny recognition of any acquisition adjustment or other
13 ptemium to be applied to expenditures required in the ordinary course of business,
14 Because of the recent Court of Appeals opinion, which set aside the Commission’s
15 approval of a SIB mechanism that was materially identical to the SIB approved for
16 Willow Valley in Decision No. 74364, it is necessaty to stay the implementation of the
17 SIB mechanism, along with all compliance matters related to the SIB mechanism as
18 set forth in the Plan of Administration if not already done so, pending the outcome of
19 further court proceedings,
20 3 That EWAZ be put on notice that Willow Valley should work towards balanced
21 capital structute and that a hypothetical capital structure may be deemed in a future
22 rate proceeding if EWAZ fails to do so,
23 4 In its next full rate case, EWAZ shall include a regulatory liability of $260,224 to make
24 the ratepayers whole for the effects of the net Accumulated Deferred Income Tax
25 liability that is being retained by Global. EWAZ shall also propose an amortization
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Page 4

methodology not to exceed five years for the regulatory liability in its next full rate
case, and

5. EWAZ shall continue to comply with all decisions, and more specifically the
requirements of Decision No. 74364 which annual requires reporting of the Willow

Valley’s water losses until such at time as annual water losses is less than 10 percent.

ACQUISITION PREMIUM / ACQUISITION ADJUSTMENT

Q.
A.

Is the Company proposing an acquisition premium?
Yes. The Companies are proposing a ten petcent acquisition premium of $226,803 which

they claim to represent 10 percent of Willow Valley’s rate base.

Does Staff support the proposed acquisition premium in this proceeding?

No. The proposed transfer of Willow Valley from Global to EWAZ does not watrant
payment of ot regulatory recognition of an acquisition premium. Global, Willow Valley’s
parent, is a Class A, well capitalized utility company with access to the operational expertise as
well as the capital necessary to own and operate Willow Valley. Accordingly, a transfer of

ownership does not represent significant benefits to the ratepayers of Willow Valley.

On February 26, 2014, Willow Valley was granted a SIB in Decision No. 74364 due to its
aging infrastructure which has undoubtedly contributed to a 23.40 percent water loss as noted
in Willow Valley’s most recent rate proceeding. Willow Valley has not undertaken SIB
eligible necessary capital replacements to the system. In fact, the water loss has risen to 26.1
percent? Due to the state of the infrastructure at Willow Valley and Global’s failure to
mitigate its water losses, Staff recommends that the Commission be mindful not to create an

incentive for those who fail to maintain water systems to propose to sell those systems at an

2 See Compliance filing of Willow Valley Water Company in Docket No. W-01732A-15-0131, May 29, 2015.
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amount in excess of its rate base value. Further, the applicants have not presented any
evidence that the “goodwill” or “going concern value” in excess of the book value is of any
benefit to the ratepayers. Further, and in response to Residential Utility Consumer Office
(“RUCO”) data request 2.05, Willow Valley states that there are no present problems with the

water quality or provision of service that would be addressed by the proposed transfer.

Does Staff agree with the Companies’ calculation of the acquisition premium that
they are proposing?

No. The Companies propose an acquisition premium equal to 10 percent of the EWAZ’s re-
calculation of rate base which excludes certain components customarily included in a rate
base calculation. The amounts proposed to be excluded are Accumulated Deferred Income
Tax (“ADIT”) Credit of $293,862, an ADIT Debit of $33,638,” and Customer Deposits of
$31,898, the net of which is a misstatement of Willow Valley’s rate base in the amount of
$292,122. By excluding these items, the Companies overstate the value of the Willow Valley
and understate the proposed acquisiion premium by $335,532, as discussed and shown

below.

Please describe and provide the Company’s calculation of the value being transferred,
the purchase price, and the proposed acquisition premium.

In response to Staff data request GWB 1.1, EWAZ used its rate base methodology to
determine a rate base of $2,268,031, plus a 10 petrcent acquisition premium, to support the

purchase price of $2,494,834 as shown below:

3 Net ADIT is equal to $260,224.




[V, T~ S B S ]

Direct Testimony of Gerald Becker
Docket Nos. W-01732A-15-0131 & W-01303A-15-0131

Page 6

Descriptions

Utlity Plant in Service
CWIP
Total PP&E
Accumulated Depreciation
Gross Plant
ATAC
CIAC
Net Rate Base

With 10% Acquisition Premium

Purchase Price

EPCOR Putchase
Price Calculation
as of 12-31-2014

$5,146,109
$19.767
$5,165,876
(82,369,499)
$2,796,377 (mote correctly defined as ‘net plant’)
($69,347)

$458,999)
$2,268,031

1.10 (or $226,803 acquisition premium)

$2,494,834

Does Staff agree with the Applicants’ rate base calculation shown above?

No. In response to Staff data request GWB 1.6, Global, the parent of Willow Valley,

provided a schedule of its rate base as of December 31, 2011*, totaling $2,278,955, and the

rate base as of December 31, 2014, totaling $1,964,397, as shown below.

4 December 31, 2011, was the end of the test year in Willow Valley’s most recent rate case in Docket No. W-01732A-12-
0315, Decision No. 74364.
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2 12/31/2011 12/31/2014
Plant in Service $ 5,033,102 § 5,168988
2 Less: Accumulated Depreciation (1,742,556)  (2,384,123)
3 Net Plant in Service $ 3,290,546 § 2,784,864
LESS:
4 Contrbutions in Aid of Construction (CAIC) § $ 537,430
5 Less: Accumulated Amortization (78,432)
6 Net CAIC 458,999
7 Advances in Aid of Construction (AIAC) 610,760 69,347
8 Imputed Reg AIAC
9 Imputed Reg CAIC
10 Accumulated Deferred Income Tax Credits 391,114 293,862
11 Customer Meter Deposits 36,233 31,898
ADD:
12 Accumulated Deferred Income Tax Debits 26,516 33,638

13 Cash Working Capital
14 Purchase Wastewater Treatment Charges

Original Cost Rate Base 2,278955 1,964,397

3

41 Q. Please identify and discuss the differences in the rate base calculations.

51 A. As indicated above and in its response to Staff data request GWB 1.1, the EWAZ indicates

6 net rate base of $2,268,031, as compared with the net rate base of $1,964,397 provided in

7 response to Staff data request GWB 1.6, for a difference of $303,634. Most of this

8 ($292,122) is due to the omission of ADIT amounts with net amount of $260,224, plus

9 Customer Deposits of $31,898, for a total of $292,122 in EWAZ’s calculation of the rate base
10 provided in response to Staff data request GWB 1.1. There is also an unexplained difference
11 of $11,513° in the net plant amounts provided by EWAZ due to different amounts being
12 provided in EWAZ’s response to GWB1.1 and the response of Global to Staff data Request
13 GWB 1.6. Adding the $292,122 difference for ADIT and Customer Deposit to the $11,513
14 unreconciled difference for the plant balances equals the difference of $303,634.

5 In EWAZ’s response to Staff data request GWB1.1, the Company indicates net plant of $2,796,377, as compared with
the net plant of $2,784,864 in Global’s response to Staff data request GWBL1.6, for a difference of $11,513.
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1 The failure to recognize the ADIT (which represents funds already provided by customers)
2 and correct plant balances means that the proposed acquisition premium of $226,803 is
3 understated by $335,532, for total proposed acquisition premium of $562,335, as shown
4 below. In response to a RUCO data request, Willow Valley will refund customer deposits to
5 its customers after the transfer. Accordingly, the acquisition premium would be calculated
6 based on a comparison of the adjusted rate bases of $1,932,499 ($1,964,397 less $31,898
7 customet deposits) with the proposed price of $2,494,834, for an acquisition premium of
8 $562,335, or 29.1 percent of the adjusted rate base of $1,932,499°.
9
10 Purchase Price, per GWB1.1 $2,494,834
11 Rate Base, Per GWB 1.6 $1,964,397
12 Less Customer Deposits $_31,.898
13 Adjusted Rate Base $1,932,499
14 Acquisition Premium $ 562,335 or 29.1 percent
15 Acquisition Premium, pet applicants $ 226,803
16 Understatement of Acquisition Premium $ 335,532
17
18] Q. Please explain the reasons to use the corrected rate base to determine the proposed
19 acquisition premium.
200 A Although EWAZ’s calculation provided in response to Staff data request GWB 1.1 may
21 reflect the terms of the asset purchase agreement between the Applicants, such calculaton
22 would deprive the ratepayers of valuable ratepayer benefits. First, the exclusion of ADIT
23 deprives ratepayers of the benefits of amounts provided to the regulated utility through
24 income tax expense but not yet remitted to the taxing authorities. Such amounts represent a
25 source of non-investor supplied capital to the regulated entity and are properly included in
¢ Response of Global Water Resources, Inc. to Staff data request GWB1.6 indicated a rate base of $1,964,397, less
customer meter deposits of §31,898, for a net of $1,932,499.
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1 rate base calculations. Second, customer deposits also represent non-investor funds supplied
2 to the regulated entity and which should also be reflected in the rate base calculation in this
3 proceeding as well as in future rate cases. In response to RUCO data request 2.02, the
4 Applicants state that customer deposits will be returned to customers upon closing the
5 transaction. The logistical and operational concern involves the repayment of those monies
6 to ratepayers and the increased risk of bad debt expense that may accompany that practice.
7 In the past judgment of Willow Valley, certain customers were required to post security
8 deposits to guarantee payment of bills. Failure to retain those amounts puts the rest of the
9 customers at greater risk of uncollectible amounts which would be absorbed by the other
10 customers in a future rate case. Third, the correct net plant balances should be used in the
11 calculation of the values to be transferred as well as in the calculation of any acquisition
12 premium that might be approved in this proceeding,.
13
141 Q. What does Staff recommend regarding the ADIT?
15 A If the proposed transfer is approved, Staff recommends that EWAZ establish a regulatory
16 liability in its next full rate case in the amount of $260,224 to provide benefits to the
17 tatepayers who would have benefitted if the net ADIT balance had been transferred to the
18 buyer. A net ADIT liability represents income taxes previously paid by the ratepayers but not
19 yet remitted by the utility company, and in effect, is a source of non-investor capital that is
20 recognized in rate base calculations and result in a reduction to the rate base. The proposal
21 not to transfer the ADIT balances to the buyer should be accepted only if the ratepayers are
22 made whole for rate base reduction associated with the net ADIT liability by establishing a
23 regulatory liability in the next full rate case. EWAZ should also propose a methodology to
24 amortize the regulatory liability in its next full rate case.
25
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Q. What does Staff recommend regarding the acquisition premium?

A In response to Staff data requests, EWAZ was unable to provide a quantification of any
benefits expected to accrue to the ratepayers as a result of the transfer of these assets to them.
Accordingly, there is no justification to support an acquisition premium to be borne by the

ratepayers.

Q. Are there other benefits that are not being shared with the ratepayers?

A. Yes. The transfer of assets means that those assets will now be supported by capital from
EWAZ which has a capital structure that is more favorable to the ratepayers (i.e., less equity).
This is based on a comparison of the capital structure approved in Willow Valley’s most
recent rate case in Docket No. W-01732A-15-0131 and the capital structure proposed by
EWAZ in its most recent rate case (WS-01303A-14-0010). Staff has recalculated the revenue
requirements for Willow Valley by supplanting Willow Valley’s capital structure with
EWAZ’s’ and found this could result in a reduction to the revenue tequirements of
approximately $29,000 per year. This potential reduction is a ratepayer benefit that should
accrue to the ratepayets to reduce the $404,269, or 57.53 percent increase approved in Willow
Valley’s most recent rate case. This reduction represents monies available to EWAZ to make
necessary improvements to the system, and further precludes the need for any extraordinary
ratemaking treatment of monies that need to be expended on Willow Valley. The capital

structure will not align until EWAZ’s next rate case concludes.

? Revenue requirements recalculated for Willow Valley using a weighted average cost of equity of 3.82 percent and a
weighted average cost of debt of 2.56 percent, for a total cost of capital of 6.38 percent, per Decision No. 75268 in
Docket No. WS-01303A-14-0010. 'This would result in a required revenue increase of $375,537 as compared with the
increase of $404,269 in Decision No. 74364 in Docket No. W-01732-12-0315, a difference of $28,732.
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Q. Have the Companies identified and quantified any benefits in support of the
proposed acquisition premium?

A. No. Inits response to Staff data request GWB 1.3, EWAZ is unable to identify and quantify
the value of specific quantifiable benefits for the ratepayers for approving the transaction.
EWAZ provides only general statements regarding its ability to provide service, and EWAZ
does not identify and assign a value to any specific improvement that will benefit the
ratepayers of Willow Valley. Further, in response to RUCO data request 2.05, Willow Valley
states that it is presently providing safe and reliable drinking water, and this would suggest

that there are no present deficiencies that would be cotrected only by the transfer.

Q. In addition to an acquisition premium, is EWAZ proposing an acquisition
adjustment?
A. Yes, in addition to an acquisition premium based on the excess of the putrchase price over its

incomplete calculation of Willow Valley’s book value discussed above, EWAZ is proposing
an acquisition adjustment on prospective capital investments to be made to the system, as
discussed in its supplement of June 1, 2015 to the application. EWAZ proposes that it
should receive a bonus of 10 to 20 percent over the actual cost of investments that will be
made to the system. In its application, EWAZ estimates to spend approximately $1,000,000

over 5 years for projects not outlined in the existing SIB, and these projects might include,

1) a system interconnect between the King Street and Lake Cimarron areas of the
existing Willow Valley system to provide operational flexibility and redundancy,
2) replacement of system valves that ate currently non-operational, 3) a more
robust backwash effluent discharge retention system to prevent leaching into the
aquifer, 4) necessary maintenance of three storage tanks, and 5) replacement or
repair of failed flow and backwash meters and other infrastructure projects.®

8 See Supplement to Application, dated June 1, 2015, 5 at 1-7.
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Q. What are Staff's comments regarding the proposed acquisition adjustment?

A. First, the proposed underlying spending plan does not warrant special ratemaking treatment.
Maintenance of storage tanks ate typically considered as part of a utility’s routine operating
and maintenance expenses. Moteover, expenditures necessary to keep 2 utility in good repair
are part of the normal course of utility operations and accordingly do not watrant a premium
to be paid to a utility for meeting its basic obligations regarding the provision of service.
EWAZ has not identified any specific operational deficiency that would be solved by
interconnecting Willow Valley’s two areas, each of which already has multiple wells that can
be used as sources of production’. Accordingly, Staff recommends the denial of the

acquisition adjustment.

Further, Staff would note that the revenue calculations on the bonus to be applied to the
EWAZ’s investment™ reflects EWAZ’s cost of capital, not the cost of capital approved in
Decision No. 74364 for the most recent Willow Valley case in Docket No. W-01732A-12-
0315, and the stated expected monthly cost to the ratepayers reflect the bonus only and not
the totality of the investment. The Company’s stated bill impact of $1.21, or 2.22 percent
pet month per customers supposts only the bonus proposed by the Company. The
Company’s proposal would result in a total increase to the bill of a customer using 5,000
gallons per month of §$7.27, or 16.78 percent, from $43.33 to $50.60. This increase is in
addition to the increase approved in Decision No. 74364 which increases the bill of a

customer using 5,000 gallons per month by $14.82, or 52.0 percent, from $28.51 to $43.33.

¢ See Staff Engineering Testimony of Jian Liu filed on July 8, 2013 in Docket No W-01732A-12-0315.

10 See Supplement to Application dated June 1, 2015, 4 at 17-23. i.e. required Annual Operating Income Produced of
$6,740 on 2 $100,000 Authorized Incentive, for an rate of retumn of 6.74 percent, as compared with 7.50 petcent rate of
return approved in Decision No. 74568 in Docket No. W-01732A-12-0315.

11 BWAZ incorrectly used $54.66 for its monthly bill to a customer using 5,000 gallons per month. The correct bill is
$43.33 to reflect the “CRT” reduction of $11.33 from the unadjusted amount of $54.66, for a cotrected percentage
increase of 2.79 percent ($1.21 divided by $43.33). In Docket No W-01732A-12-0315, the Commission approved a
Conservation Rebate Threshold or “CRT” providing a 50 percent discount applied to the volumetric component of
customers’ bills for all bills less than or equal to 6,000 gallons per month.
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The combined impact of the recent rate decision and EWAZ’s proposal in the instant
proceeding would increase of a customer using 5,000 gallons per month by $22.09, or 77.48
percent, from $28.51 to $50.60. The overall increase of $22.09, or 77.48 percent, is

significantly higher than the $1.21 per month represented by the Company.

DUE DILIGENCE WORKPAPERS

Q. Did Staff request access to EWAZ’s due diligence workpapers related to its purchase
of Willow Valley?

A. Yes. In Staff data request GWB 1.1 e.", Staff requested access to the EWAZ’s due diligence
workpapers supporting its decision to buy Willow Valley”. In addition the general objections
to all of Staffs data requests,"* EWAZ responded,

“EWAZ objects to STF GWB 1.1e to the extent that it seeks information that is
not reasonably calculated to lead to the discovery of admissible evidence.
EWAZ further objects to STF GWB 1.1¢ to the extent that it seecks information
protected by the attorney-client privilege, the work-product doctrine or any other
privilege recognized under law. EWAZ also objects to STF GWB 1.1e to the
extent that it seeks highly confidential business information or trade secrets.

However, EWAZ subsequently reconsidered Staff’s request and provided Staff with access to
its due diligence workpapers. Based on its review of those workpapers, Staff has no concerns

specific to the Company’s due diligence.

12 See Attachment 1, Staff data request GWB1.1

13 Staff has requested and was provided access to the due diligence wotkpapers in other proceedings, such as the recent
acquisition of UNS Energy by Fortis, Inc. in Docket Nos. E-01933A-14-0011 and E-04230A-14-0011.

14 See Attachment 2, EWAZ’s General Objections To All Data Requests
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SYSTEM IMPROVEMENT BENEFIT MECHANISM

Q.
A.

What is the status of the SIB that was awarded to Willow Valley Decision No. 74364?
Decision No. 74364 awarded a SIB to Willow Valley to address its aging infrastructure and
indirectly, its 23.40 percent water loss. Accordingly to the compliance report filed on May 29,
2015, the 12 month water loss for Willow Valley has increased to 26.1 percent. The
compliance report further states that Willow Valley has not implemented any SIB related
repairs, prior to the SIB being stayed by the AZ Court of Appeals.

Staff recommends that because of the recent Court of Appeals opinion, which set aside the
Commission’s approval of a SIB mechanism that was materially identical to the SIB approved
for Willow Valley in Decision No. 74364, it is appropriate to stay the implementation of the
SIB mechanism, along with all compliance matters related to the SIB mechanism as set forth
in the Plan of Administration, pending the outcome of further court proceedings. EWAZ
should however file annual reports detailing Willow Valley’s current water loss until such time

when the annual water losses are less than 10 percent.

CAPITAL STRUCTURE

Q.
A.

Please describe the proposed funding of the transaction.
The application states that EWAZ will fund the purchase of Willow Valley in cash. There is
no indication of any debt to be assumed or executed, and the application does not discuss the

specific capital structure that will arise as a result of the transaction.

Does Staff have any concerns regarding the resulting capital structure?

Yes. Staff is concerned the description of the transaction might result in EWAZ taking the
position that Willow Valley is supported by 100 percent equity in a future rate case. In Staff
data request GWB 1.7, Staff attempted to determine the capital structure that EWAZ is
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expecting to exist for Willow Valley if the proposed transaction is approved by the
Commission:

Q. Please explain the capital structure that would result if (from) the proposed
transfer to EPCOR.

EWAZ declined to provide a definite answer, stating in patt,

A. “EWAZ objects to DR GWB 1.7 to the extent that it is not reasonably
calculated to lead to the discovery of admissible evidence. EPCOR also
objects to DR GWB 1.7 to the extent that it is vague and ambiguous and calls
for speculation...”

Staff recommends that the Commission put EWAZ on notice that Willow Valley should
work towards having a balanced capital structure and that utilization of a hypothetical capital
structure may be recommended in a future rate proceeding if EWAZ fails to do so. Staff

assumes Willow Valley’s capital structure will be identical to that of EWAZ’s other districts.

RECOMMENDATIONS
Q. Based on the above, what is Staff recommending?

A. Staff recommends approval of the transaction subject to the following conditions:

1. That EWAZ shall refrain from seeking rate recognition of any acquisition premium
that it pays for Willow Valley,

2. That EWAZ shall refrain from seeking rate recognition of any acquisition adjustment
or other premium to be applied to expenditures required in the ordinary course of
business,

3. Because of the recent Court of Appeals opinion, which set aside the Commission’s

approval of a SIB mechanism that was materially identical to the SIB approved for




w N

O 60 NN N W B

10
11
12
13
14
15
16
17
18

Direct Testimony of Gerald Becker
Docket Nos. W-01732A-15-0131 & W-01303A-15-0131

Page 16

Willow Valley in Decision No. 74364, it is approptiate to stay the implementation of
the SIB mechanism, along with all compliance matters related to the SIB mechanism
as set forth in the Plan of Administration, pending the outcome of further court
proceedings,

That EWAZ be put on notice that Willow Valley should work towards balanced
capital structure and that a hypothetical capital structure may be deemed in a future
tate proceeding if EWAZ fails to do so,

In its next full rate case, EWAZ shall include a regulatory liability of $260,224 to make
the ratepayers whole for the effects of the net Accumulated Deferred Income Tax
liability that is being retained by Global. EWAZ shall also propose an amortization
methodology not to exceed five years for the regulatory liability in its next full rate
case, and

EWAZ shall continue to comply with all decisions, and more specifically the
requirements of Decision No. 74364 which annual requires reporting of the Willow

Valley’s water losses until such at time as annual water losses is less than 10 percent.

Q. Does this conclude your direct testimony?

A. Yes, it does.




ATTACHMENT A

EPCOR WATER ARIZONA, INC.’S GENERAL OBJECTIONS
TO STAFF’S FIRST SET OF DATA REQUESTS
DOCKET NO. W-01732A-15-0131

GENERAL OBJECTIONS TO ALL DATA REQUESTS

1. Epcor Water Arizona, Inc. (“EWAZ") objects to each Request to the
extent it seeks information subject to the attorey-client privilege, work product doctrine or
any other privilege recognized by the State of Arizona. In responding to these Requests,
EWAZ preserves all such privileges.

2. EWAZ objects to each Request to the extent that it is unreasonably
burdensome, overly broad and/or not reasonably calculated to lead to the discovery of
admissible evidence.

3. EWAZ objects to each Request to the extent it calls for speculation.

4. EWAZ objects to each definition and/or instruction to the extent it
purports to abrogate any of EWAZ’s rights, or adds to any of EWAZ'’s obligations under,
the Arizona Rules of Civil Procedure or the Commission’s Rules.

5. EWAZ objects to each Request to the extent that it is overly broad,
unduly burdensome and imposes any burden not expressly permitted under the
Commission’s Rules or the Arizona Rules of Civil Procedure.

6. EWAZ objects to each Request to the extent that the information
requested constitutes “trade secrets” that are privileged under the Arizona Uniform Trade
Secrets Act, Ariz. Rev. Stat. § 44-401, et. seq. (2003).

7. EWAZ objects to each Request to the extent it seeks information not
within EWAZ’s possession, control, or custody and/or to the extent the Requests ask
EWAZ to provide information that it does not maintain in the ordinary course of business.

8. EWAZ objects to each Request to the extent it calls for a legal
conclusion.

9. EWAZ reserves the right to supplement or amend its objections and
responses as necessary.

5893768 _2
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EXECUTIVE SUMMARY
WILLOW VALLEY WATER CO., INC. & EPCOR WATER ARIZONA, INC.
DOCKET NOS. W-01732A-15-0131 & W-01303A-15-0131

I am adopting the direct testimony of Gerald Becker as my own. I am filing surrebuttal testimony to
1) withdraw one of Staff’'s recommendations from direct testimony and 2) respond to the Applicants’
vatious witness’ rebuttal testimony.

Staff recommends:

1. That the Commission deny recognition of any acquisition premium that EPCOR Water
Atizona, Inc. (“EWAZ”) pays for Willow Valley Water Co., Inc. (“Willow Valley”),

2. That the Commission deny recognition of any acquisition adjustment or other premium to be
applied to capital expenditures required in the ordinary course of business,

3. That EWAZ be put on notice that Willow Valley should work towards a balanced capital
structure and that a hypothetical capital structure may be deemed appropriate in a future rate
proceeding if EWAZ fails to do so,

4. That EWAZ shall continue to comply with all prior decisions, and more specifically the
requitements of Decision No. 74364 which requires annual reporting of the Willow Valley

water losses until such time as annual water losses are less than 10 percent.
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INTRODUCTION

Q. Please state your name and business address.

A. My name is Darron Caslson. My business address is 1200 West Washington Street, Phoenix,
Arizona 85007.

Q. By whom are you employed and in what capacity?
A. I am employed by the Utilities Division (“Staff”) of the Arizona Corporation Commission
(“ACC” or “Commission”) as a Public Utilities Analyst Manager.

Q. How long have you been employed with the Utilities Division?

A. I have been employed by the Utilities Division since September of 1991.

Q. Please describe your educational background and professional experience.
A I hold a Bachelor of Arts degree in both Accounting and Business Management from

Northeastern Illinois University in Chicago, Illinois.

I have participated in quite 2 number of seminars and workshops related to utility rate-
making, cost of capital, income taxes, and similar issues. These have been sponsored by
organizations such as the National Associaion of Regulatory Utility Commissioners
(“NARUC”), Duke University, Florida State University, Michigan State University, New

Mexico State Univetsity, and various other organizations.

Q. Briefly describe your responsibilities as a Public Utilities Analyst Manager.
A. In my capacity as a Public Utlities Analyst Manager, I supervise analysts who examine, verify,

and analyze utilities’ statistical, financial, and other information. These analysts write reports

and/or testimonies analyzing proposed metgets, acquisitions, asset sales, financings, rate
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cases, and other matters in which they make recommendations to the Commission. I provide
support and guidance along with reviewing and editing the wotk products. I also perform
analysis as needed on special projects. Additionally, I provide expert testimony at formal
heatings. Finally, I assist Staff members during formal hearings and supetvise responsive

testimonies, as needed, during the hearing process.

PURPOSE OF TESTIMONY

Q.
A.

What is the scope of your testimony in this case?

I am adopting the direct testimony of Staff witness, Gerald Becker, as my own. In addition,
in my surrebuttal testimony, I withdraw one of Staff’s recommendations in Staffs direct
testimony. Further, I respond where necessary, to the rebuttal testimonies filed by Ron
Fleming and Paul Walker on behalf of Willow Valley Water Co., Inc. (“Willow Valley”) and
Shawn Bradford and Sarah Mahler on behalf of EPCOR Water Arizona Inc. (“EWAZ”)
(collectively, the “Applicants”). I am also presenting Staff's revised recommendations

regarding the transfer of Willow Valley to EWAZ.

Do you attempt to address every issue raised by the Applicant’s various witnesses in
its rebuttal testimonies?

No. My silence on any particular issue raised in the Applicant’s rebuttal testimonies does not
indicate that Staff agrees with the Applicant’s rebuttal position on that issue. Rather, I rely on

my direct testimony unless modified by this surrebuttal testimony.

SUMMARY OF RECOMMENDATIONS

Q.
A.

Please summarize Staff's recommendations.
Staff recommends approval of the transfer subject to certain conditions which Staff believes

to be in the public interest. These conditions include:
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1. That the Commission deny recognition of any acquisition premium that EWAZ pays
for Willow Valley,
2. That the Commission deny recogniion of any acquisition adjustment or other

ptemium to be applied to capital expenditures required in the ordinary course of
business,

3. ‘That EWAZ be put on notice that Willow Valley should work towards a balanced
capital structure and that 2 hypothetical capital structure may be deemed appropmate
in a future rate proceeding if EWAZ fails to do so,

4. That EWAZ shall continue to comply with all decisions, and more specifically the
requirements of Decision No. 74364 which requires annual reporting of the Willow

Valley water losses until such time as annual water losses are less than 10 percent.

How do the above recommendations compare to the recommendations reflected in
Staff’s direct testimony?

The recommendations listed above are virtually identical to the recommendations reflected in
Staff’s direct testimony except that Staff had listed six recommendations in its direct
testimony and has withdrawn two (originally listed as number 3 and 5 in direct testimony) in
its surrebuttal testimony. Recommendation 3 concering SIB was addressed by the

Commission in the interim of filing Staff direct and surrebuttal testimonies.

Why has Staff withdrawn tecommendation 5?

This recommendation was in regard to the creation of a regulatory liability (chargeable to
EWAZ) to replace the accumulated deferred income taxes that serve to reduce rate base that
will disappear in the sales transaction. This will have the effect of increasing the rate base by
approximately $260,000 after the sales transaction is completed. Staff believed that creating

the liability would leave the rate payers whole and unaffected by the sales transaction.
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1[| Q-  Then why does Staff now want to withdraw the recommendation?
21 A Staff has now concluded that this type of regulatory action may be inconsistent with the
3 Internal Revenue Service’s Normalization rules. 1f the Commission were to approve the
4 regulatory hability, EWAZ could find itself out of compliance with the Normalization rule
5 and could lose its ability to claim accelerated depreciation in the future on all of its
6 depreciable utility plant in Arizona. This could present a very serious situation for EWAZ
7 and all of its ratepayers in Arizona.
8
91 RESPONSE TO REBUTTAL TESTIMONIES
10 Q. Have you reviewed the rebuttal testimony of Willow Valley witness, Ron Fleming?
11 A Yes I have. The only comments I have are that it appears that Global (Willow Valley’s
12 current parent) will likely suffer a capital loss on this sales transaction. Futther, the extensive
13 efforts put forward by Global would indicate that Willow Valley while needing a lot of
14 refurbishment is certainly not a “distressed” utility. That is to say Global can fund and make
15 improvements and propetly operate the system.
16
17 Q. Have you reviewed the rebuttal testimony of Willow Valley witness, Paul Walker?
18] A Yes I have. While Mr. Walker is generally cotrect in his academic discussion of utility
19 consolidation, the fact is most consolidations (much like this transfer of assets) involve viable
20 and usually well-funded water or wastewater utilities. Staff of the Commission have
21 encouraged consolidation of small, distressed water and wastewater utilities. The ones with
22 20, 50, or 100 ratepayers — we have a lot of them in Arizona. Unfortunately, it is very difficult
23 for an operator to acquire and make such small utilities profitable. These are the ones that
24 Staff stands ready to consider premiums and other incentives fot, but Staff has not noted a
25 great deal of interest in consolidating healthy utilities with these troubled utilities.
26 Q. Have you reviewed the rebuttal testimony of EWAZ witness, Shawn Bradford?

_—-—c.
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1f A. Yes I have. While Staff appreciates the difficulties that can be encountered in running a
2 utility with vast maintenance needs, Staff believes that ratepayers are none-the-less entitled to
3 receive safe and reliable service. If systems are poorly maintained, problems can pile up, all
4 while the ratepayers are arguably providing funding to support safe and reliable operations.
5 Staff believes that acquisition premiums and acquisition related incentives should be
6 considered in situations where corrective action may require assistance and/or financial
7 support from 2 healthier or financially stronger acquiring utility. However, Staff believes it is
8 not in the public interest to provide acquisition related incentives to new utility operators who
9 are really committing to bringing the utility services up to standards that should have been
10 maintained all along.
11
12| Q. Have you reviewed the rebuttal testimony of EWAZ witness, Sarah Mahler?
13 A Yes I have. Staff notes that Ms. Mahler seeks approval of incentives for investing capital in
14 Willow Valley. Staff does not agree that incentives are necessary for a viable utility purchase.
15 Willow Valley is viable. Staff does not agree with labeling Willow Valley a “troubled” utility.
16 Staff has already explained above what it believes qualifies for incentives and Staff does not
17 believe that Willow Valley falls within that desctiption.
18 Staff finds that Global did need outside funding to invest $3.3 million into the Willow Valley
19 system, as this outstrips the depreciation expense provided by ratepayers for the periods 2006
20 to 2015. However, Staff notes that EWAZ promises expenditures of $1 million over 5 years
21 after acquisition, but the current rates include $285,500 annually in depreciation expense from
22 ratepayers. So ratepayers will provide $1.4 million in funding from depreciation expense in
23 those 5 years. Staff notes that EWAZ will control how that non-cash expense is expended.
24 Further, Staff notes that the tax savings provided by the use of accelerated depreciation is
25 another avenue for funding plant replacements and EWAZ will be beginning new
26 depreciation on all of the Willow Valley plant assets it acquires. So, there are already
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incentives in place that make this purchase attractive to EWAZ without making ratepayers
pay more for equivalent services. The return of EWAZ’s investment is sought as a premium
for its investment. However, Staff notes that EWAZ receives its return on investment via

depreciation expense and a return on its investment via a rate of return on rate base.

RECOMMENDATIONS
Q. Based on the above, what is Staff recommending?
A. Staff recommends approval of the transaction subject to the following conditions:

1. That the Commission deny recognition of any acquisition premium that EWAZ pays
for Willow Valley,

2. That the Commission deny recognition of any acquisiion adjustment or other
premium to be applied to expenditures required in the ordinary course of business,

3. That EWAZ be put on notice that Willow Valley should work towards a balanced
capital structure and that a hypothetical capital structure may be deemed appropriate
in a future rate proceeding if EWAZ fails to do so,

4. That EWAZ shall continue to comply with all decisions, and more specifically the
requirements of Decision No. 74364 which requires annual repotting of the Willow

Valley water losses until such time as annual water losses are less than 10 percent.

Q. Does this conclude your surrebuttal testimony?

A. Yes, it does.
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-

COMPANY: EPCOR Water Arizona Inc. and Willow Valley Water

DOCKET NO: W-01732A-15-0131

Response provided by: Joanne Elisworth

Title: Director Corporate and Regulatory Affairs, Global

Water Resources, Inc.

Address: 2355 W. Pinnacle Peak Road, Suite 300
Phoenix, AZ 85027

Company Response Number: STF GWB 2.1

***For all data requests for which you do not have the information requested, please state
such and skip to the next data request. Also, for responses to data requests that may be
voluminous or overly burdensome, please contact the assigned analyst, Gerald W.
Becker, at 602-542-0831 to discuss.

Q: Please provide a written legal description of the entire service area, as a separate
entity, that is being transferred EWAZ.

A: Please see attached Exhibit labeled “STF GWB 2.1 Legal Description — Willow
Valley.docx”.




EPCOR WATER ARIZONA, INC.
W-01732A-15-0131
Response to STF GWB 2.1

Willow Valley Water Co., Inc.
Legal Description of Certificate of Convenience and Necessity Area
to be transferred to
EPCOR Water Arizona, Inc.
ACC Docket Nos.

W-01732A-15-0131
W-01303A-15-0131

Township 18 North, Range 21 West

Section 19

The East Half of the Northwest Quarter (E Y2 NW %), and the Southeast Quarter of the Southwest Quarter
(SE % SW %), and the West Half of the Southeast Quarter (W %2 SE %) of Section 19, Township 18 North,
Range 21 West, of the Gila & Salt River Base and Meridian, Mohave County, Arizona.

Lots 1, 2, 3 and 4 (being the West Half of the West Half [W %2 W 4]}, and the Northwest Quarter of the

Southwest Quarter (NE % SW %) of Section 19, Township 18 North, Range 21 West, of the Gila & Salt
River Base and Meridian, Mohave County, Arizona

Township 18 North, Range 22 West

Section 21

Parcel A

All that portion of the abandoned channel of the Colorado River, as it existed immediately prior to re-
channelization, that lies South of the North line of fractional Section 21, Township 18 North, Range 22
West, Gila & Salf River Base and Meridian, Mohave County, Arizona, and that lies East of the Easterly
dredging right of way line of the present channel of the Colorado River, approximately described as
follows:

COMMENCING at the Northeast Comer of said fractional Section 21;

thence S 76° 17" 28" W, along the North line of said fractional Section 21, 2796 feet more or less to
the point of beginning, said point being a point on a meander line of the left descending bank of
said abandoned channel,

thence S 42° 51' W 250 feet to a point;

thence S 57° 39' W 390 feet to a point;

thence S 78° 45' W 260 feet to a point;

thence S 60° 44' W 200 feet to a point;

thence S 65° 57" W 477 feet to a point;

thence S 39° 51' W 260 feet to a point;

thence S 45° 43' W 390 feet to a point on the Easterly dredging right of way line of

said present channel;

F\Rates\BD\2015 Willow Valley\Data Requests\StafiStaff DR 2\Attachments\STF GWB 2.1 Legal Description — Willow
Valley.docx
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EPCOR WATER ARIZONA, INC.
W-01732A-15-0131
Response to STF GWB 2.1

thence Northerly along said right of way line, which is a curve to the right, having a tangent that
bears N 02° 52' 39" E from the last described point, a radius of 7190.90 feet and a central angle of
6° 17" 40", 790 feet to a point on the North line of said fractional Section 21;

thence N 76° 17' 28" E along the North line of said fractional Section 21, 1778 feet to

the true point of beginning. Containing 13.60 Acres more or less.

Parcel B

All that portion of the abandoned channel of the Colorado River, as it existed immediately prior to re-
channelization, that lies South of the North line and a Westerly prolongation thereof, of fractional Section
21, Township 18 North, Range 22 West, Gila & Salt River Base and Meridian, Mohave County, Arizona,
and that is bounded on the East by the Easterly dredging right of way line of the present channei of the
Colorado River and is bounded on the South and East by the left descending bank of the abandoned
channe! of the Colorado River as it existed immediately prior to dredging, and is bounded on the West by
the left descending bank of the present normal-flow channel of the Colorado River, approximately described
as follows:

COMMENCING at the Northeast Comer of said fractional Section 21;

thence S 76° 17' 28" W, along the North line of said fractional Section 21, 4574.36 feet to a point,
said point being the intersection of the North line of said factional Section 21 and said Easterly
dredging right of way line of the present channel of the Colorado River and the Point of Beginning;
thence Southerly along said right of way line, which is a curve to the left having a tangent

that bears S 09° 10' 18" W from the last described point, a radius of 7180.90 feet and a

central angle of 6° 17" 40", 790 feet to a point, said point being a point on a meander line of the left
descending bank of said abandoned channel;

thence along a meander line of said abandoned charnel S 44° 59' W 579 feet to a point;

thence along a meander line of said abandoned channel S 16° 00' W 418 feet to a point,

said point being on a Westerly prolongation of the South riparian Section line of fractional
Section 21 as established by the United States Bureau of Land Management and also

being a point on a meander line of the left descending bank of the present normal-flow

channel of the Colorado River;

thence along said left bank of the present normal-flow channel N 01° 30' E 680 feetto a

point;

thence N 10° 02' E 200 feet to a point;

thence N 01° 26' E 220 feet to a point;

thence N 13° 29' E 410 feet to a point, said point being on a Westerly prolongation of the

North line of said fractional Section 21,

thence along the North line of said fractional Section 21 and a Westerly prolongation

thereof N 76° 17' 28" E 480 feet to the true point of beginning. Containing 11.43 Acres

more or less.

Parcel C

All of that portion of the alluvium lands of the Colorado River lying West of and adjoining

fractional Section 21, Township 18 North, Range 22 West, Gila & Salt River Base and Meridian, Mohave
County, Arizona, bounded on the Northwest by the meander lines of the left descending bank of said River
immediately prior to the re-channelization, bounded on the Northeast by the 1805 GLO Meander line, and
bounded on the South by a line that is the South riparian section line and foliows an existing line of
occupation. Said boundaries being approximately described as follows:

COMMENCING at the South quarter corner of said Section 21;
thence South 89° 50' 52" West, a distance of 540.84 feet more or less to the point of
beginning, said point being the BLM Brass Cap Monument marking the Meander

F:\Rates\BD\2015 Willow Valley\Data Requests\StaffiStaff DR 2\Attachments\STF GWB 2.1 Lega! Descrliption — Willow
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EPCOR WATER ARIZONA, [NC.
W-01732A-15-0131
Response to STF GWB 2.1

Comer on the South line of said Section 21;

thence S 82° 18' 43" W 1512.93 feet to a 1 inch iron pipe tagged RLS 5576, said 1
inch iron pipe being on the Easterly prolongation of an existing fence;

thence along said fence S 80° 24' 40" W 421.67 feet to a 1 inch iron pipe tagged RLS
5576, and the Westerly termination of said fence;

thence continuing S 80° 24' 40" W 16 feet more or less to a point on the meander line
of the left descending bank of the Colorado River immediately prior to the re-channelization, said
point also being the most Southerly Comer of Parcel 2 of that

certain Judgment filed January 30, 1976, at Pages 47-49 of Book 391 of Official
Records of said Mohave County, Arizona;

thence along said meander line N 18° 00' E 418 feef;

thence N 44° 59' E 579 feet to a point on the Easterly dredging right of way line of
the present channel, said point also being the most Southerly Comer of Parcel 1 of
the before mentioned Judgment;

thence N 45° 43' E 390 feet to a point on the 1905 GLO Meander line shown on the
Plat as N 53° 00" W 21.40 chains; ,

thence along said GLO Meander line S 53° 00' E 1387 feet, more or less, to the point
of Beginning. Containing 23.5 acres more or less.

Parcel D

Lots One (1), Two (2), Three (3) and Four (4) and the South Half of the Southeast Quarter (S % SE %) of
Section 21, Township 18 North, Range 22 West, Gila & Salt River Base and Meridian, Mohave County,
Arizona.

Section 23

The South Half (S %4), and the South Half of the Northeast Quarter (S 2 NE %), and the South Half of the
Northwest Quarter (S % NW %), and the West Half of the Northwest Quarter of the Northwest Quarter (W %
NW % NW 1/4 ), and the Southeast Quarter of the Northwest Quarter of the Northwest Quarter (SE 7 NW
¥ NW %4) and the West Half of the Northeast Quarter of the Northwest Quarter of the Northwest Quarter of
the Northwest Quarter (W %2 NE % NW % NW ) of Section 23, Township 18 North, Range 22 West of the
Gila & Salt River Base and Meridian, Mohave County, Arizona.

and
The South % of the North %2 and the Northwest % of the Northwest 1/4 of Section 23, except the East % of

the Northeast % of the Northwest % of the Northwest % of Section 23, Township 18 North, Range 22 West
of the Gila & Salt River Base and Meridian, Mohave County, Arizona

Section 25

All of Section 25, Township 18 North, Range 22 West, Gila & Salt River Base and Meridian, Mohave
County, Arizona.

Section 27
All of Section 27, Township 18 North, Range 22 West, Gila & Salt River Base and Meridian
Section 35

North Half (N¥4) of Section 35, Township 18 North, Range 22 West, Gila & Salt River Base and Meridian,
Mohave County, Arizona.

F\Rates\BD\2015 Willow Valley\Data Requests\StafiiStaff DR 2\Attachments\STF GWB 2.1 Legal Description — Willow
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Direct Testimony of Jian W. Liu
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11 INTRODUCTION
2f Q. Please state your name, place of employment and job title.
3 A My name is Jian W. Liu. My place of employment is the Arizona Corporation Commission
4 (“ACC” or “Commission™), 1200 West Washington Street, Phoenix, Arizona 85007. My job
5 title is Water/Wastewater Engineer with the Commission’s Utilities Division Staff (“Staff”).
6
71 Q. How long have you been employed by the Commission?
8 A. I have been employed by the Commission since October 2005.
9
10 Q. Please list your duties and responsibilities.
11y A My main responsibilities are to inspect, investigate and evaluate water and wastewater
12 systems. This includes obtaining data, prepating reconstruction cost new and/or otiginal cost
13 studies, investigative teports, interpreting rules and regulations, and suggesting corrective
14 action and providing technical recommendations on water and wastewater system
15 deficiencies. I also provide wtitten and oral testimony in rate cases and other cases before the
16 Commission.
17
18] Q. How many companies have you analyzed for the Utilities Division?
191 A I have analyzed approximately 50 companies fulfilling these various responsibilities for the
20 Commission’s Utilities Division.
21
22] Q. Have you previously testified before this Commission?
231 A Yes, I have testified before the Commission.
24
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1{ Q. What is your educational background?
21 A I am a Ph.D. Candidate in Geotechnical Engineering from Arizona State University (“ASU”).
3 I have a Master of Science Degree in Natural Science from ASU and a Master of Science
4 Degree in Civil Engineering from Institute of Rock & Soil Mechanics (“IRSM”), Academy of
5 Sciences, China.
6
71 Q. Briefly describe your pertinent work experience.
g8l A. From 1982 to 2000, I was employed by IRSM, SCS Engineers, and URS Corporation as a
9 Civil and Environmental Engineer. In 2000, I joined the Arizona Department of
10 Environmental Quality (“ADEQ”). My responsibilities with ADEQ included review and
11 approval of water distribution systems, sewer distribution systems, and on-site wastewater
12 treatment facilities. I remained with ADEQ until transferting to the Commission in October
13 2005. ‘
14
151 Q. Please state your professional membership, registrations, and licenses.
16]] A I am a licensed professional civil engineer in the State of Atizona.
17
18| PURPOSE OF TESTIMONY
19fF Q. What was your assignment in this proceeding?
20 A My assignment was to provide Staff’s engineering evaluation of the application. I reviewed
21 the Company’s application and responses to data requests. This testimony and its attachment
22 present Staffs engineering evaluation. The findings of my engineering evaluation are
23 contained in the Engineering Report that I have prepared for this proceeding. The repott is
24 included as Exhibit JWL in this pre-filed testimony.
25
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1| RECOMMENDATIONS AND CONCLUSIONS

Q. What are Staffs conclusions and recommendations regarding the Company’s
operations?
A. Staff’s conclusions and recommendations regarding the Company’s operations are contained

in the attached Engineering Report.

Q. Does this conclude your Direct Testimony?

[- I B SRV I e )

A. Yes, it does.
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\ ENGINEERING REPORT for:

Joint Application of Willow Valley Water
Co., Inc. and EPCOR Water Arizona Inc.
for Approval to Sale the Assets and
Transfer of the Certificate of Convenience
and Necessity
Docket Nos. W-01732A-15-0131and W-
01303A-15-0131

By: Jian W Liu, Utilities Engineer

OCTOBER 7, 2015
EXECUTIVE SUMMARY
CONCLUSIONS:
1. The Arizona Department of Environmental Quality (“ADEQ”) reported that the Willow

Valley water systems are currently delivering water that meets water quality standards
required by 40 C.FR. 141 (National Primary Drinking Water Regulations) and Arizona
Administrative Code, Title 18, Chapter 4.

2. Willow Valley Water Co., Inc. (“Willow Valley”) is not located within an Arizona
Department of Water Resources (“ADWR”) Active Management Area (“AMA”) and is not
subject to any ADWR AMA reporting and conservation requitements. ADWR has
determined that Willow Valley is currently in compliance with departmental requirements
governing water providers and/otr community water systems.

3. A check with the Arizona Cotporation Commission (“ACC” or “Commission”) Utilities
Division Compliance Section showed no delinquent compliance items for the Willow Valley.

4. Staff concludes that Willow Valley water systems have adequate production capacity and
storage capacity to setve the existing customer base and reasonable growth.

RECOMMENDATION

1. Staff recommends that EPCOR Water Atizona Inc. (“EWAZ”) prepare a report containing

a detailed analysis and plan to reduce watet loss to 10 percent or less for Willow Valley water
systems. If the EWAZ believes it is not cost effective to reduce the water loss to less than
10 percent, it should submit a detailed cost benefit analysis to support its opinion. In no
case shall the EWAZ allow water loss to be greater than 15 percent. The water loss
reduction report or the cost benefit analysis shall be docketed as a compliance item within
90 days of the effective date of the order issued in this proceeding if this application is
approved.
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A INTRODUCTION

On April 22, 2015, Willow Valley Water Co., Inc. (“Willow Valley”) and EPCOR Water Arizona
Inc. (“EWAZ”) filed an application requesting that the Arizona Corporation Commission (“ACC”
or “Commission”) apptove the sale of Willow Valley’s utility system and transfer of its Certificate of
Convenience and Necessity (“CC&N”) to EWAZ.

Willow Valley’s ultimate parent company, Global Water Resources, Inc. (“Global”), now seeks to
focus on its cote service areas in Maricopa and Pinal Counties and on its core business strategy of
providing regionally integrated water and wastewater service. As a result, Global has decided to
divest Willow Valley’s two potable water systems located in Mohave County, well outside its core
service area.

EWAZ is an Arizona public service corporation, authorized to provide water service in nine districts
in Arizona. Among the water districts operated by EWAZ are the Mohave and North Mohave
Water Districts, located approximately ten miles north of Willow Valley’s certificated service area.
EWAZ currently serves approximately 128,000 water customers throughout Arizona, including
approximately 16,000 in its Mohave Water District and 2,000 in its North Mohave Water District.
EWAZ has a significant presence in the Mohave County area which should result in economies of
scale savings for Willow Valley in the future.

On June 1, 2015, EWAZ filed a supplemental application to seek recovery of approximately
$226,000 through a surcharge mechanism to be approved as part of the sale of Willow
Valley’s utility system and transfer of its CC&N to EWAZ.

B. WATER SYSTEM

Willow V alley

Willow Valley is an Arizona public setvice corporation, authorized to provide water utility service in
a pottion of Mohave County, Arizona under a CC&N granted in Commission Decisions Nos.
32436, 34869, 55434 and 68610. Willow Valley cutrently serves approximately 1,620 connections in
its existing setvice area of approximately 4.29 square miles. Willow Valley’s current water systems
consist of 10 wells, with a total capacity of 1,765 gallons per minute (“GPM”); 4 storage tanks, with
a combined capacity of 502,000 gallons; 12 booster pump stations; and associated distribution
systems. Staff concludes that the system has adequate production and storage capacity to serve
existing customers and reasonable growth.

Non-Account Water

Non-account water should be 10 percent or less. It is important to be able to reconcile the
difference between watet sold and the water produced by the source. A water balance will allow a
company to identify water and revenue losses due to leakage, theft and flushing,
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Willow Valley teported the following gallons pumped and gallons sold in 2014, which Staff used to
determine the water loss per system:

Water Loss
Water System Gallons Pumped Gallons Sold Water loss (%)
King Street, PWS 08-040 76,402,000 53,335,000 30.19
Lake Cimarron, PWS 08-129 8,281,000 7,841,000 5.31*

*Based on the updated 2014 Water Use Data Sheet for the Willow Valley — Lake Cimarron system,
provided to Staff on September 18, 2015.

Decision No. 74364 (February 26, 2014) requires that Valencia Water Company — Town Division
(“Valencia-Town”), Water Utlity of Northern Scottsdale (“WUNS”), Water Utility of Greater
Tonopah (“WUGT”), Valencia Water Company - Greater Buckeye Division (“Valencia - Greater
Buckeye”), Global Water - Santa Cruz Water Company (“Santa Cruz”) and Willow Valley Water
Company (“Willow Valley”) file their water loss report consistent with the Settlement Agreement
and the Decision. Accordingly, Global filed its water loss report on May 30, 2014, and May 29,
2015.

Staff recommends that EWAZ prepare a report containing a detailed analysis and plan to reduce
water loss to 10 percent or less for Willow Valley water systems. If the EWAZ believes it is not cost
effective to reduce the water loss to less than 10 percent, it should submit a detailed cost benefit
analysis to suppott its opinion. In no case shall the EWAZ allow water loss to be greater than 15
percent. The water loss reduction report or the cost benefit analysis shall be docketed as a
compliance item within 90 days of the effective date of the order issued in this proceeding if this
application is approved.

C. ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY (“ADEQ”)
COMPLIANCE

ADEQ reported that Willow Valley water systems have no major deficiencies and are delivering
water that meets water quality standards required by 40 CFR 141 (Title 40 Code of Federal
Regulations Part 141 National Primary Drinking Water Regulations) and Arizona Administrative
Code, Title 18, Chapter 4.1

E. ARTZONA DEPARTMENT OF WATER RESOURCES (“ADWR?”)
COMPLIANCE

Willow Valley is not located within an ADWR Active Management Area (“AMA”) and is not subject
to any ADWR AMA reporting and consetvation requirements. ADWR has determined that Willow

1 Staff received ADEQ Water Quality Compliance Status Reports dated June 3, 2015.
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Valley is currently in compliance with departmental requirements governing water providers and/or
community water systems.?

F. ACC COMPLIANCE

A check of the Utlities Division compliance database indicates that there are currently no
delinquent compliance items for Willow Valley.?

G. TARIFF

1. Curtatlment Tariff

Willow Valley has an approved Curtailment tariff on file with the ACC.

2. Cross Connection & Backflow Tariff

Willow Valley has an approved Backflow Prevention tariff on file with the ACC.
3. Best Management Practice (‘BMP”) Tariff

Willow Valley also has approved BMP tariffs on file with the Commission.

2 Per ADWR Water Provider Compliance Status Reports dated May 7, 2015.
3 Per Compliance Section email dated April 29, 2015.
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Engineering Report for WILLOW VALLEY
\ WATER CO., INC.

Docket No. W-01732A-12-0315 (Rates)

By: Jian Liu
Utilities Engineer

June 3, 2013

CONCLUSIONS

1.

Arizona Department of Environmental Quality (“ADEQ”) reported that the Willow
Valley Water Co., Inc. (“Willow Valley” or the “Company”) drinking water systems are
currently delivering water that meets water quality standards required by 40 C.F.R. 141
(Title 40 Code of Federal Regulations Part 141 National Primary Drinking Water

- Regulations) and Arizona Administrative Code, Title 18, Chapter 4. (ADEQ report dated

April 8, 2013).

The Company is not located in any Active Management Area (“AMA”) and is not subject
to any AMA reporting and conservation requirements. ADWR reported that Willow
Valley is currently in compliance with departmental requirements governing water
providers and/or community water systems. (ADWR compliance status report dated
March 13, 2013).

. A check with the Utilities Division Compliance Section showed no delinquent

compliance items for Willow Valley. (ACC Compliance Section Email dated May 17,
2013). .

Willow Valley has approved Curtailment Plan and Backflow Prevention Tariffs on file
with the Commission.

The Company also has three approved Best Management Practice (“BMP”) tariffs on file
with the Commission.

Staff concludes that Willow Valley has adequate production capacity and storage capacity
to serve the existing customer base and reasonable growth.

Staff inspected the plant facilities on April 16, 2013. The post-test year plant addition
was not in-service during Staff’s inspection. According to the Company project has been
delayed and will not be completed until late 2013. (see Section I for details).




RECOMMENDATIONS

I.

In the prior rate case, the Company adopted Staff’s typical and customary water
depreciation rates. These rates are presented in Table B and it is recommended that the
Company continue to use these depreciation rates by individual National Association of
Regulatory Utility Commissioners category.

Staff recommends the annual water testing expense of $15,708 (rounded) be used for
purposes of this application.

Staff recommends that the Company file each May a report covering the previous
calendar year (with the first report due in May 2014 to cover the year of 2013) that
contains all work activities undertaken in accordance with Decision No. 71878 regarding
the Company’s plan for reducing water loss below 10 percent. Staff further recommends
that the written report continue until the water loss for all Willow Valley water systems is
10 percent or less for one full calendar year.

The Company has not requested any changes in its service line and meter installation
charges that were approved in its last rate application. Therefore, Staff recommends
continued use of the Company’s current meter and service line installation charges.
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A. LOCATION OF COMPANY

Willow Valley Water Co., Inc. (“Willow Valley” or the “Company™) is an Arizona public
service corporation authorized to provide water service within portions of Mohave County,
Arizona. Willow Valley provides service to approximately 1,500 active connections. Figure 1
shows the location of Willow Valley within Mohave County and Figure 2 shows the certificated
area.

B. DESCRIPTION OF THE WATER SYSTEMS

The plant facilities were visited on April 16, 2013, by J ian Liu, Staff Utilities Engiheer, in
the accompaniment of Joel Wade, and Justin Waters of the Company. The Company operates
two independent water systems. Brief descriptions of the two systems are as follows:

1. King Street, Public Water System (“PWS”™) 08-040: This system consists of two wells
producing a total of 800 gallons per minute (“gpm”), three storage tanks, eight booster
pumps, three pressure tanks, Iron and Manganese removal systems and a distribution
system. This system served 1,374 active connections at the end of 2011.

2. Lake Cimarron, PWS 08-129: This system consists of two wells, producing a total of 415
gpm, a storage tank, four booster pumps, a pressure tank and a distribution system. There
is an Iron and Manganese removal system. This system served 128 active connections at
the end of 2011.

Detailed plant facility listings are as follows:
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King Street. PWS 08-040

Well Data (active wells only)

Location/No. ADWRID PI;II;IP Pump GPM Cgisézg Caszr;ig)e pth I\/Skie;zr
Unit 17 - Secondary 55-603949 15 300 8” 100 47
Unit 17 - Primary 55-208170 30 500 9> 120 6”
Total Production - - 800 - - -
Storage Tanks Pressure Tanks Booster Pumps
Capacity Quantity Capacity Quantity Capacity Quantity
(gallons) (gallons) (HP)
163,000 1 14,000 1 15
47,000 1 5,200 1 30
96,000 1 2,200 1 40
Total 306,000
Mains Customer Meters Fire Hydrants
Size (inches) | Length (feet) | Size (inches) Quantity Quantity
2 904 5/8x3/4 1,450 46
3 1,587 3/4 9
4 68,093 1 15
6 28,368 1.5 2
8 4,220 2 2
Unknown 122 4 2
6 2
Total Metered 1,482
Connections
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Lake Cimarron, PWS 08-129

Well Data (active wells only)

L ocation/No. ADWRID | Pump | Pump | Casing %a:;‘t‘f Meter
# Hp GPM Size Size
(Feet)
Lake Cimarron Small | 55-604161 10 225 6” 100 4”
Lake Cimarron Large | 55-604160 7.5 190 127 60 4”
Total Production - - 415 - - -
Storage Tanks Pressure Tanks Booster Pumps
Capacity Quantity Capacity Quantity Capacity Quantity
(gallons) (gallons) (HP)
196,000 1 5,800 1 20 2
25 2
Total 196,000
Mains Customer Meters Fire Hydrants
Size (inches) | Length (feet) | Size (inches) Quantity Quantity
4 297 5/8x3/4 130 19
6 880 3/4 1
8 11,866 2 1
10 6,161 Total Metered 132
Connections




Willow Valley Water Co., Inc.

Docket No. W-01732A-12-0315 (Rates)
Page 4

C. WATER USE

Water Sold

Based on the information provided by the Company in its Water Use Data Sheets, water
use for the year 2011 is presented below for each system.

Water Use, gallons per day (“GPD”) per connection

Water System Name High Low Average
King Street, PWS 08-040 189 in Sept. 111 in Feb&Mar 136
Lake Cimarron, PWS 08-129 246 in Sept. 152 in Nov. 177

Non-Account Water

For each water system, the Company reported the following gallons pumped and gallons
sold in 2011, which Staff used to determine the water loss per system:

Water Loss
Water System Gallons Pumped Gallons Sold Water loss (%)
King Street, PWS 08-040 89,824,000 68,713,000 23.5
Lake Cimarron, PWS 08-129 10,806,000 8,300,000 23.19

Non-account water should be 10 percent or less and never more than 15 percent. It is
important to be able to reconcile the difference between water sold and the water produced by the
source. A water balance will allow a water company to identify water and revenue losses due to
leakage, theft, and flushing.

Decision No. 71878 (September 15, 2010) requires the 10 Global water systems, to file a
detailed plan demonstrating how the various systems will reduce their water loss to less than 10
percent. On December 14, 2010, Global Water filed a plan for reducing water loss to below 10
percent in the 10 Global Utilities” water systems, including the two Willow Valley water
systems:

e King Street, PWS 08-040
o Lake Cimarron, PWS 08-129
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Water loss for the above two water systems continued to exceed the Staff’s recommended
threshold of 10 percent in 2011. Staff recommends that the Company file each May a report
covering the previous calendar year (with the first report due in May 2014 to cover the year of
2013) that contains all work activities undertaken in accordance with Decision No. 71878
regarding the Company’s plan for reducing water loss below 10 percent. Staff further
recommends that the written report continue until the water loss for all Willow Valley water
systems is 10 percent or less for one full calendar year.

D. GROWTH

In July 2009, the Company had 1,528 customers, and in December 2011, the Company
had 1,502 customers. Willow Valley lost 26 customers from July 2009 to December 2011. The
Company estimates that the customer base will remain the same (with little or no growth) for the
" next 5 years.

Staff concludes that the Willow Valley has adequate production capacity and storage
capacity to serve the existing customer base and reasonable growth.

E. ARIZONA DEPARTMENT OF ENVIRONMENTAL QUALITY COMPLIANCE
(“ ADEQ”)

Compliance

ADEQ reported that the Willow Valley drinking water systems are currently delivering
water that meets water quality standards required by 40 C.F.R. 141 (Title 40 Code of Federal
Regulations Part 141 National Primary Drinking Water Regulations) and Arizona Administrative
Code, Title 18, Chapter 4. (ADEQ report dated April §, 2013).

Water Testing Expense

Willow Valley reported a total testing expense of $20,992.93 during the test year, the
Company provided invoices and other documents to support this amount.

Willow Valley reported the following annual water testing expense for last 4 years
(rounded):

Year 2009 - $16,874
Year 2010 - $11,252
Year 2011 - $20,993
Year 2012 - $13,712
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Therefore, average annual water testing expense from 2009 to 2012 is $15,707.75. Staff
reviewed these expenses and supporting documentation provided by the Company. Staff
recommends the annual water testing expense of $15,708 (rounded) be used for purposes of this
application.

F. ARIZONA DEPARTMENT OF WATER RESOURCES (“ADWR”)
COMPLIANCE

The Company is not located in any Active Management Area (“AMA”) and is not subject
to any ADWR AMA reporting and conservation requirements. ADWR reported that Willow
Valley is currently in compliance with departmental requirements governing water providers
and/or community water systems. (ADWR compliance status report dated March 13, 2013).

G. ARIZONA CORPORATION COMMISSION (“ACC”) COMPLIANCE

A check with the ACC Utilities Division Compliance Section showed no delinquent
compliance items for the Company. (ACC Compliance Section Email dated May 17, 2013).

H. DEPRECIATION RATES

In the prior rate case, the Company adopted Staff’s typical and customary water
depreciation rates. These rates are presented in Table B and it is recommended that the Company
continue to use these depreciation rates by individual National Association of Regulatory Utility
Commissioners category.
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Table B. Depreciation Rates
Average Annual
Eﬁ?ﬂg Depreciable Plant Service %ife Accrual
(Years) Rate (%)
304 Structures & Improvements 30 3.33
305 Collecting & Impounding Reservoirs 40 2.50
306 Lake, River, Canal Intakes 40 2.50
307 Wells & Springs 30 333
308 Infiltration Galleries 15 6.67
309 Raw Water Supply Mains 50 2.00
310 Power Generation Equipment 20 5.00
311 Pumping Equipment : 8 12.5
320 Water Treatment Equipment
320.1 Water Treatment Plants 30 333
3202 Solution Chemical Feeders 5 20.0
330 Distribution Reservoirs & Standpipes
330.1 Storage Tanks 45 222
330.2 Pressure Tanks 20 5.00
331 Transmission & Distribution Mains 50 2.00
333 Services 30 3.33
334 Meters 12 8.33
335 Hydrants 50 2.00
336 Backflow Prevention Devices 15 6.67
339 Other Plant & Misc Equipment 15 6.67
340 Office Furniture & Equipment 15 6.67
340.1 Computers & Software 3 33.33
341 Transportation Equipment 5 20.00
342 Stores Equipment 25 4.00
343 Tools, Shop & Garage Equipment 20 5.00
344 Laboratory Equipment 10 10.00
345 Power Operated Equipment 20 5.00
346 Communication Equipment 10 10.00
347 Miscellaneous Equipment 10 10.00
348 Other Tangible Plant e —

NOTES:

1. These depreciation rates represent average expected rates. Water companies may experience
different rates due to variations in conmstruction, environment, or the physical and chemical
characteristics of the water.

2. Acct. 348, Other Tangible Plant may vary from 5% to 50%. The depreciation rate would be set in

accordance with the specific capital items in this account.
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I POST-TEST YEAR PLANT

The Company submitted one post-test year plant addition for inclusion in rate base, the
West Valley Region Supervisory Control and Data Acquisition (“SCADA”) system for Willow
Valley Water Company.

Staff inspected the plant facilities on April 16, 2013. This post-test year plant addition
was not in-service during Staff’s inspection. According to the Company its SCATA project has
been delayed and will not be completed until late 2013.

J. OTHER ISSUES

1. Curtailment, Backflow Prevention and Best Management Practice (“BMP?”) Tariffs

Willow Valley has approved Curtailment and Backflow Prevention tariffs on file with the
ACC.

The Company also has three approved BMP tariffs on file with the Commission.

2. Service Line and Meter Installation Charges

The Company has not requested any changes in its service line and meter installation
charges that were approved in its last rate application. Therefore, Staff recommends continued
use of the Company’s current meter and service line installation charges.
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1 |EXECUTIVE SUMMARY

2 [ Mr. Bradford’s Rebuttal Testimony supports the Acquisition Adjustment mechanism proposed
3  |by the Company in this proceeding and responds to issues related to acquisition premium that

4 | were raised in the Direct Testimony filed on behalf of the Utilities Division Staff and the

5 ||Residential Utility Consumer Office.
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1 L INTRODUCTION AND QUALIFICATIONS
Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND TELEPHONE

2

3 NUMBER.

4 [A. My name is Shawn Bradford. My business address is 2355 W. Pinnacle Peak Road, Suite
5 300, Phoenix, Arizona 85027, and my business phone is (623) 815-3136.

6 |[Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?
7 [A. 1 am employed by EPCOR Water (USA) Inc. (“EWUS”), the owner of EPCOR Water

8 Arizona, Inc. (“EWAZ” or “Company”), as the Vice President of Corporate Services.

9 Q. PLEASE DESCRIBE YOUR RESPONSIBILITIES WITH EWUS.
10 JA. My primary responsibilities for EWUS include the management of the Customer Care &
11 Billing, Public & Governmental Affairs, Information Technology and the Rates &

12 Regulatory Departments.

13 1Q PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE AND
14 EDUCATION.

15 |A. I have been employed by EWUS since February 1, 2012. Prior to EWUS’s acquisition of

16 the American Water operations in Arizona and New Mexico, I worked for Arizona-

17 American Water beginning in the fall of 2011.

18 I have over 26 years of experience in the water and wastewater industry, with experience
19 at all levels, including management, operations, and maintenance. Prior to my current

20 position with EWUS as the Vice President of Corporate Services, I served as the Director
21 of Operations for the Central Division of EWAZ and was responsible for over 81,000

22 water and 45,000 sewer connections in the Sun City, Sun City West, and Agua Fria

23 Districts.

6796954 1
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1 I possess a Master of Business Administration Degree with a focus on Strategic
2 Leadership from Amberton University as well as a Bachelor of Science Degree in
3 Management from Becker College and an Associate’s Degree in Environmental
4 Engineering from Northeastern University.

5 L PURPOSE OF TESTIMONY

6 |[Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?
7 A The purpose of my testimony is to respond to recommendations of the Arizona

8 Corporation Commission Staff (“Staff”) to deny recovery of an acquisition premium.

9 |III. STAFF’S RECOMMENDATION TO DENY RECOVERY OF ACQUISITION
10 PREMIUM
11 Q. HAVE YOU REVIEWED THE BASIS OF THE STAFF’S AND RUCO’S

12 RECOMMENDATIONS TO DENY RECOVERY OF AN ACQUISITION
13 PREMIUM IN THIS CASE?
14 JA. Yes.

15 1Q. HOW DOES THE COMPANY RESPOND TO THEIR RECOMMENDATIONS?

16 |A. The Company disagrees with the Staff’s recommendation to deny recognition of any

17 acquisition adjustment or other premium to be applied to expenditures required in the

18 ordinary course of business. The Company has identified additional capital investments
19 that will improve and enhance the operation of the Willow Valley system in the near term
20 as well as address water loss concerns. By providing recovery of the purchase price,

21 which includes a premium, the Commission will support the concept of small system

22 consolidation and enable the new owner to effectively manage risk by making these

23 investments to improve the operations of the Willow Valley system.

6796954 _1
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1 JIV. EWAZ’S ADDITIONAL CAPITAL INVESTMENT PLAN

2 Q. PLEASE DESCRIBE THE CAPITAL INVESTMENT PLAN CONTEMPLATED

3 BY THE COMPANY TO ADDRESS EXCESSIVE WATER LOSS IN THE
4 WILLOW VALLEY SYSTEM.
5 A EWAZ has identified system-wide needs during our initial due diligence review of the
6 Willow Valley system. Based on our review to date, we currently estimate a needed
7 investment of approximately $1.0 million over the first five years to address existing
8 water losses and to improve the overall operability of the system. Projects identified to
9 date include:
10 1) Replacement of distribution valves that are currently inoperable,
11 2) Maintenance and repairs to the three existing storage tanks,
12 3) Redesign of the backwash effluent discharge retention system to prevent leaching
13 into the aquifer,
14 4) Replacement of leaking service lines,
15 5) Repair or replacement of failed flow, backwash, and customer meters as well as
16 other infrastructure projects that may be identified after the transfer of ownership
17 is completed; and
18 6) System interconnect between the King Street and Lake Cimarron areas of the
19 existing Willow Valley system to provide operational flexibility and redundancy.

20 Q. WHY SHOULD THE COMPANY’S PROPOSED ACQUISITION ADJUSTMENT
21 BE ADOPTED?
22 |A. EWAZ will need to make significant capital investments to increase the reliability and

23 quality of the Willow Valley system. The acquisition adjustment described in the

6796954_1
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testimony of the Company’s other witness, Ms. Sarah Mahler, would provide EWAZ the
opportunity to recover the purchase price premium but only if the Company makes the

necessary investments to improve the Willow Valley system.

WHAT ASSURANCES IS THE COMPANY WILLING TO MAKE IF THE
COMMISSION SUPPORTS THE ACQUISITON ADJUSTMENT CURRENTLY
PROPOSED?

If the sale is approved with the requested acquisition adjustment, the Company will
develop and file a Plan of Administration (“POA”™) within 90 days of the decision. The
POA will include a detailed plan to address non-revenue water, which based on our
understanding is currently at 26%, as well as additional capital improvements not

identified during the Company’s initial due diligence review.

EWUS has a demonstrated approach to identify and reduce water loss in its existing
systems, and this same approach will be applied in the Willow Valley system. The plan
that is developed will be used to reduce non-revenue water by 25% within the first 5

years of ownership by EWUS and includes the following areas:

1) Production Meters — the location of all production meters will be verified and
tested to confirm accurate operation.

2) Customer Meter Replacement Program — a program will be developed to begin
the immediate replacement of all customer meters that are more than 12 years old.

3) Zero and Low Usage Meter Report — reports will be developed to identify meters
that are currently in service but are registering low or zero usage.

4) Large meter testing — all meters larger than 2 inches will be tested annually.
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5) Acoustic Leak Detectioﬁ — existing acoustic leak detection equipment will be
used to identify system leaks that are not surfacing. Under this program, detected
leaks are immediately repaired.

6) Targeted theft prevention — implement a program that is focused on water theft
from fire hydrants.

7) Customer Awareness and Reporting Education — routinely distribute educational
material that allows customers to report any potential or suspected water leaks

throughout the distribution system.

Q. WHAT HAPPENS IF THE COMPANY FALLS SHORT OF ITS GOAL TO
REDUCE WATER LOSS BY 25% IN THE FIRST FIVE YEARS?

A. Under the Company’s proposal, during a subsequent rate case a surcharge would be
authorized to collect the requested premium. Any surcharge in effect at the end of the
five year period would cease if water loss has not been reduced by 25% and would not

resume until the Company has demonstrated that the system’s water loss is declining.

Q. HOW WOULD THESE IMPROVEMENTS SPECIFICALLY PROVIDE A
BENEFIT TO THE EXISTING CUSTOMERS IN WILLOW VALLEY?

A. As EWAZ’s planned capital improvements are completed, customers in Willow Valley
will be provided with much more reliable water service. Examples of the improvements
include:

1) Replacement of distribution valves will minimize system outages and provide greater
flexibility when proactive improvements are needed;
2) As leaks in services lines or water mains are repaired or replaced system wide, water

loss will be reduced which lowers operating costs;
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3) The storage tanks will be configured to meet peak system demand which will
maintain adequate water pressure at all times; and
4) The planned interconnect between the King Street and Lake Cimarron areas will

provide added operational flexibility and increased reliability of supply that does not

exist today.

Q. DOES THIS CONCLUDE YOUR REBUTTAL TESTIMONY?
A. Yes.

6796954 _1
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Commissioner
IN THE MATTER OF THE JOINT W-01732A-15-0131
APPLICATION OF WILLOW VALLEY DOCKET NO. W-01303A-15-0131
WATER CO., INC. AND EPCOR WATER
ARIZONA INC. FOR APPROVAL OF THE APPLICATION

SALE OF ASSETS AND TRANSFER OF
CERTIFICATE OF CONVENIENCE AND
NECESSITY

Willow Valley Water Co., Inc. (“Willow Valley”) and EPCOR Water Arizona Inc.
(“*EWAZ”) (collectively, the “Applicants”) request that the Arizona Corporation
Commission (“Commission”) approve, pursuant to A.R.S. §§ 40-281, 40-282, 40-285 and
A.A.C. R14-2-402, the sale of Willow Valley’s utility system and transfer of its Certificate
of Convenience and Necessity (“CC&N”) to EWAZ.

I. Introduction

Approval of this Application is in the public interest — it will benefit Willow
Valley’s customers in several ways and will have no adverse effects. Willow Valley is a
Class C water utility located near EWAZ’s Mohave Water District. Willow Valley’s
ultimate parent company, Global Water Resources, Inc. (“Global”), now seeks to focus on
its core service areas in Maricopa and Pinal Counties and on its core business strategy of
providing regionally integrated water and wastewater service. As a result, Global has

decided to divest Willow Valley’s two potable water systems located in Mohave County,

5626597 6
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well outside its core service area. Approving the transfer to EWAZ will allow Willow
Valley’s customers to continue being served by a well-managed water utility with good
water quality, service reliability, and customer service. Due to its location, existing
operations and facilities in the area, EWAZ is in the best position to serve Willow Valley’s
customers efficiently and reliably. Following the close of the acquisition, Willow Valley’s
former customers will continue to receive water utility service in accordance with the
current phased-in tariffed rates approved by the Commission in Decision No. 74364 dated
February 26, 2014. As discussed below, EWAZ is also requesting that the Commission
approve a mechanism to allow EWAZ to recover the going concern value paid to Global as
part of this transaction. EWAZ will serve the former Willow Valley customers as part of a
separate Willow Valley water district similar to EWAZ’s other water districts.
1L Background

Willow Valley is an Arizona public service corporation, authorized to provide water
utility service in a portion of Mohave County, Arizona under a CC&N granted in
Commission Decisions Nos. 32436, 34869, 55434 and 68610. A map of its certificated
service area is attached as Exhibit A. Willow Valley currently serves approximately 1,620
connections in its existing service area of approximately 3.5 square miles. Willow
Valley’s current water systems consist of 10 wells, with a total capacity of 1,765 gallons
per minute; 4 storage tanks, with a combined capacity of 502,000 gallons; 12 booster pump
stations; and associated distribution systems. Willow Valley’s contact information is as
follows:

Address: 21410 North 19" Avenue, Suite 220
Phoenix, Arizona 85027

Telephone number: 623-344-2806
Management Contact: Joanne Ellsworth

Willow Valley’s Annual Report to the Commission for 2014 is attached as Exhibit B. A
copy of Willow Valley’s Certificate of Good Standing is attached as Exhibit C. There are
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1{l no customer complaints against Willow Valley pending with the Commission and no water
2|l quality issues with the Arizona Department of Environmental Quality.
3 EWAZ is an Arizona public service corporation, authorized to provide water service
4| in nine districts in Arizona. Among the water districts operated by EWAZ are the Mohave
51l and North Mohave Water Districts, located approximately ten miles north of Willow
6| Valley’s certificated service area. Maps showing EWAZ’s Mohave County water districts
7 in relation to Willow Valley’s service area are attached as Exhibit D. EWAZ currently
8 || serves approximately 128,000 water customers throughout Arizona, including
g 9| approximately 16,000 in its Mohave Water District and 2,000 in its North Mohave Water
-f;: - 10 || District. For this Application, EWAZ’s contact information is as follows:
g § 11 Address: 2355 W. Pinnacle Peak Road; Suite 300
%o % . Phoenix, AZ 85027
g < Telephone number: (623) 445-2427
W g 13 Management Contact: Shawn Bradford
NE 14 || Portions of EWAZ’s Annual Report to the Commission for 2014, including the Balance
Sgé 15|} Sheet and Comparative Statement of Income and Expense, are attached as Exhibit E. A
g;ﬁg 16} copy of EWAZ’s Certificate of Good Standing is attached as Exhibit F.
% E 17 Willow Valley has agreed to sell, and EWAZ has agreed to buy, all of Willow
== 18 Valley’s assets necessary for the operation of Willow Valley’s utility systems (the
19| “Transaction™). Willow Valley’s most significant assets are its water systems, associated
20§ real property, and the permits, certificates, and other approvals which grant Willow Valley
21} the authority to operate its system, including its CC&N. All customer meter deposits,
22| developer deposits, and prepayments under any line extension agreements held by Willow
23 || Valley will be transferred to EWAZ as part of the Transaction. EWAZ will assume the
241l refunding obligations, if any, for these deposits and prepayments. Willow Valley will
25 retain all customer security deposits, apply any deposits to its last bill to customers and
26 || refund any difference.
5626597_6 3
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The Applicants executed their agreement on March 23, 2015, and plan to close the
Transaction within 30 days after the Commission’s final, non-appealable approval of this
Application. EWAZ will pay the full purchase price in cash. The purchase price includes
a component of compensation for the going concern value of the Willow Valley systems.
EWAZ requests, as part of this Application, that the Commission authorize a mechanism
to allow EWAZ to recover that compensation in a timely manner. EWAZ has not finalized
the details of the requested mechanism, but will supplement this Application to provide
specifics as details are finalized. EWAZ further requests that the Commission find its
request is in the public interest as it supports Arizona water industry consolidation,
regional planning and economies of scale, operational efficiencies and needed
infrastructure investment by allowing EWAZ to acquire a small system located near
EWAZ’s existing systems, but far from any other system operated by Willow Valley’s
current owner.

The proposed Transaction is not expected to affect any other utility.

III. Benefits of the Transaction.

Approval of this Application will benefit the customers of Willow Valley. The
proximity of EWAZ’s other water systems presents the opportunity for present and future
customers within that service area to benefit from EWAZ’s existing operations in Mohave
County. Willow Valley’s corporate ownership has decided to refocus on its core service
areas and its regionally oriented plan to provide integrated water and wastewater service to
that core area. As a result, it has decided to divest itself of its Willow Valley operations,
which are located several hundred miles from its remaining service areas. As the largest
provider of utility service in the Mohave County area, EWAZ will be able to provide a
level of service and support to customers that meets or exceeds the service currently

provided by Willow Valley.
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1 Willow Valley’s customers will benefit from the in-house water utility expertise
2 || and resources afforded by EWAZ ownership. EWAZ’s size naturally affords it access to
3| broad in-house utility expertise and resources. The proximity of EWAZ’s other systems
4| will provide additional operational resources and personnel. In addition, EWAZ intends to
5|l implement or continue various industry best operating practices in the Willow Valley
6| systems. EWAZ uses various sophisticated maintenance and management systems such as
7 || maintenance management, environmental and water quality compliance management,
8 | hydraulic modeling, and GIS systems. All these support resources will be deployed in
é 9 || support of the Willow Valley systems to provide reliable and high quality service to
% " 10| customers. Those customers will also be integrated into EWAZ’s existing customer
‘é 2 11{ service, billing, and other systems.
%: g 12 Willow Valley’s customers will also benefit from EWAZ’s financial strength.
; § 13 || EWAZ has the financial resources to finance needed infrastructure improvements and
R& 14 || future capital and expense requirements, including those that may be required by
5 E 15 || governmental entities to comply with environmental laws and regulations. EWAZ’s
S % 16 || financial strength will help keep its cost of long-term debt relatively low.
%% 17 Under Commuission Decision No. 74364, Willow Valley’s rates are subject to a
—40= 18| phase-in, which will continue following approval of the Transaction. EWAZ is not
19 || seeking, as part of this Application, to change any of the rates previously approved by the
20 || Commission. EWAZ does, however, request that the Commission approve a mechanism
21 || that will allow EWAZ to timely recover the going concern value being paid to Willow
22 || Valley’s corporate parent. As noted above, EWAZ will supplement this Application to
23 || provide the specifics of its proposed mechanism as that mechanism is finalized.
24 || I¥.  Prayer for Relief
25 Applicants respectfully request that the Commission approve the sale of Willow
26 || Valley’s assets to EWAZ and the transfer of Willow Valley’s CC&N to EWAZ pursuant to
5626597_6 5
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AR.S. §§ 40-281, 40-282, 40-285 and A.A.C. R14-2-402.
EWAZ further respectfully requests that the Commission allow it to recover the
going concern value paid for Willow Valley and approve the necessary mechanism to

allow timely recovery of those amounts.

RESPECTFULLY SUBMITTED this 22nd day of April, 2015.

LEWIS ROCA ROTHGERBER, LLP

7
Thomas Campbell [/
Stanley B. Lutz ‘/(/

201 E. Washington Street

Phoenix, AZ 85004

(602) 262-5704

Attorneys for EPCOR Water Arizona, Inc.

SNELL & WILMER L.L.P.

et
Timothy Sabo
One Artzona Center
400 East Van Buren
Phoenix, AZ 85004
(602) 382-6347
iﬁkttomeys for Willow Valley Water Co.,
nc.

ORIGINAL AND thirteen (13) copies
of the for?fin% hand-delivered
this 22nd day of April, 2015, to:

The Arizona Corporation Commission
Utilities Division — Docket Control
1200 W. Washington Street

Phoenix, Arizona 85007
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Copy of the foregoing hand-delivered
this 22nd day of April, 2015, to:

Steve Oleo

Utilities Division

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, Arizona 85007

Lyn Farmer

Chief Administrative Law Judge, Hearing Division
1200 W. Washington Street

Phoenix, Arizona 85007

Janice Alward, Chief Counsel,
Legal Department

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, Arizona 85007

Qaz,/,,/rc/ /‘)/’/W
7 7
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List of Exhibits

Exhibit A — Map of Willow Valley’s CC&N

Exhibit B —Willow Valley’s 2014 Annual Report

Exhibit C — Certificate of Good Standing for Willow Valley

Exhibit D — Maps of EWAZ’s Mohave Valley Districts and Willow Valley CC&N
Exhibit E — Portions of EWAZ’s 2014 Annual Report

Exhibit F — Certificate of Good Standing for EWAZ
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ARIZONA CORPORATION COMMISSION
UTILITIES DIVISION

ANNUAL REPORT MAILING LABEL - MAKE CHANGES AS NECESSARY

W-01732A

Willow Valley Water Company, Inc.
c/o Global Water Resources, Inc.
21410 N. 19" Ave., Ste. 220
Phoenix, AZ 85027

D Please click here if pre-printed Company name on this form is not your current
Company name or dba name is not included.

Please list current Company name including dba hete:

ANNUAL REPORT
Water

FOR YEAR ENDING

| 12 ] 31 | 2014 ]

FOR COMMISSION USE
ANN 04 14




COMPANY INFORMATION

Company Name (Business Name) Willow Valley Water Co., Inc.
Mailing Address 21410 N 19* Avenue, Suite 220

(Street)
Phoenix AZ 85027
(City) (State) (Zip)
623-580-9600 844-233-3517
Telephone No. (Include Area Codc) Fax No. (Include Area Code) Cell No. (Include Area Code)
Email Address jon.corwin@gwresources.com
Local Office Mailing Address Same as above

(Strect)
(City) (Statc) (Zip)

623-518-4000 866-940-1102
Local Customer Service Phone No. (Include Area Code) (1-800 or other long distance Customer Service Phone No.)

Email Address Website address www.gwresources.com

MANAGEMENT INFORMATION

[ORegulatory Contact: Joanne Ellsworth

[] Management Contact: Jon Corwin General Manager

(Name) (Title)
21410 N. 19" Avenue, Suite 220 Phocnix AZ 85027
(Street) (City) (State) (Zap)
623-580-9600 844-232-3517
I'elephone No. (Include Area Codc) IFax No. (Include Arca Code) Cell No {Includc Area Tode)

Email Address joncorwin{@gwresources.com

On Site Manager:__Jon Corwin, General Manager

(Name)
210 E. Coropado Street Buckeye AZ 85027
(Street) (City) (State) (Zip)
520-233-2906 520-568-6367
Telephone No. (Include Area Code) FFax No. (Include Arca Code) Cell No. (Include Arca Code)

Email Address jon.corwin@gwresources.com



mailto:jon.corwin@,.gwresources.com
http://vww.gwresources.com
mailto:jonconvin@,mresouces.com
mailto:ion.corwin@,muresources.com

—

Statutory Agent: Mike Liebman

(IName)
21410 N. 19% Avenue, Suite 220 Phoenix AZ 85027
(Strect) (City) (State) (Zip)
623-580-9600 844-232-3517
Telephone No. (Include Area Code) Fax No. (Include Arca Code Cell No. (Include Area Code)
Attorney: Tim Sabo, Snell & Wilmer

(Name)

400 E. Van Burcen, Ste. 1900 Phoenix AZ 85004
trect) Cay) State) ip)
602-382-6359 602-382-6070
Telephone No. (Include Area Code) Fax No. (Include Arca Codc) Cell No. (Include Area Code)
Email Address tsabo@swlaw.com

OWNERSHIP INFORMATION

Check the following box that applies to your company:

[] Sole Proprietor (S) [ € Corpotation (C) (Other than Association/Co-op)
[] Parmership (P) [] Subchapter S Corporation (Z)

] Bankruptcy (B) [] Association/Co-op (A)

] Receivership (R) [] Limited Liability Company

[] Other (Describe) 1

COUNTIES SERVED |

Check the box below for the county/ies in which you are certificated to provide service:

[] APACHE [C] COCHISE [] cocoNINnO

[] GILA [ 1 GRAHAM [[] GREENLEE |
[J rApaz ] MARICOPA X] MOHAVE

] NAVAJO ] PIMA [] PINAL

[[] SANTA CRUZ [] YAVAPAI ] YuMA

[[] STATEWIDE
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.COMPANY NAME WILLOW VALLEY WATER CO., INC.

UTILITY PLANT IN SERVICE

Acct. Original Accumulated O.C.LD.
No. DESCRIPTION Cost (OC) Depreciation (AD) (OCless AD)
301 | Organization - - -
302 | Franchises - - -
303 | Land and Land Rights 18,293 - 18,293
304 | Structures and Improvements 470,183 153,571 316,612
307 | Wells and Springs 1,652,271 395,983 1,256,288
309 | Raw Water Supply Mains 5,441 517 4,924
310 | Power Generation Equipment 10,751 4,109 6,642
311 | Pumping Equipment 574,268 510,843 63,425
320 | Water Treatment Equipment 581,773 369,994 211,779
330 | Distribution Reservoirs and Standpipes 265,900 138,248 127,652
331 | Transmission and Distribution Mains 719,813 290,940 428,873
333 | Services 96,681 66,510 30,171
334 | Meters and Meter Installations 533,997 318918 215,079
335 | Hydrants 51,038 18,831 32,207
336 | Backflow Prevention Devices 1,024 507 517
339 | Other Plant and Misc. Equipment 9,272 4,496 4,776
340 | Office Furniture and Equipment 15,624 11,452 4,172
341 | Transportation Equipment 41,504 41,504 -
343 | Tools, Shop and Garage Equipment 37,834 17,123 20,711
344 | Laboratory Equipment 9,508 6,761 2,747
345 | Power Operated Equipment 41,249 16,588 24,661
346 | Communication Equipment 8,211 4,601 3,610
347 | Miscellaneous Equipment 10,443 7,492 2,951
348 | Other Tangible Plant 13,910 4,355 9,555

TOTALS 5,168,988 2,383,343 2,785,645

This amount goes on the Balance Sheet Acct. No. 108 /
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COMPANY NAME WILLOW VALLEY WATER CO., INC.

WATER UTILITY CALCULATION OF DEPRECIATION EXPENSE FOR CURRENT YEAR

Acct. Original Depteciation | Depreciation
No. DESCRIPTION Cost Percentage Expense
@ @ x2)

301 Organization i
302 Franchises -
303 Land and Land Rights 18,293 0% -
304 Structures and Improvements 470,183 3.33% 15,149
307 Wells and Springs 1,652,271 333% 54,506
309 Raw Water Supply Mains 5,441 2% 109
310 Power Generation Equipment 10,751 5% 535
311 Pumping Equipment 574,268 12.5% 32372
320 Water Treatment Equipment 581,773 3% 64,415
330 Distribution Reservoirs and Standpipes 265,900 2.22 or 5% 5,412
331 Transmission and Distribution Mains 719,813 2% 13,094
333 Services 96,681 3.33% 3,119
334 Meters and Meter Installadons 533,997 8.33% 32,238
335 Hydrants 51,038 2% 932
336 Backflow Preventon Devices 1,024 6.67% 68
330 Other Plant and Misc. Equipment 9,272 6.67% 618
340 Office Furniture and Equipment 15,624 6.67 or 33.33% 1,076
341 Transportation Equipment 41,504 20% 68
343 Tools, Shop and Garage Equipment 37,834 5% 1,848
344 Laboratory Equipment 9,508 10% 918
345 Power Operated Equipment 41,249 5% 2.197
346 Communication Equipment 8,211 10% 804
347 Miscellaneous Equipment 10,443 10%




1,045
348 Other Tangible Pla o
er Tangible Plant 13,910 10% 1,342
SUBTOTAL
231,863
5,168,988
LESS CIAC Amortization ($34,150)
TOTALS *
5,168,988 197,713

*This amount goes on the Comparative Statement of Income and Expense Acct. No. 403




‘ COMPANY NAME WILLOW VALLEY WATER CO., INC.

WATER UTILITY BALANCE SHEET

Acct BALANCE AT BALANCE AT
No. BEGINNING OF END OF
ASSETS YEAR YEAR
CURRENT AND ACCRUED ASSETS
131 | Cash 4,741 9,186
134 | Working Funds 0 0
135 | Temporary Cash Investments 0 0
141 | Customer Accounts Receivable 13,815 15,941
143 | Accumulated Provision for Uncollectible Accounts -1,710 -2,008
146 | Notes/Receivables from Associated Companies 0 0
151 | Plant Material and Supplies 9,183 0
162 | Prepayments 3,807 584
173 | Accrued Utility Revenues 50,229 47,369
174 | Miscellaneous Current and Accrued Assets 7,560 1,610
TOTAL CURRENT AND ACCRUED ASSETS $87,624 $72,683
FIXED ASSETS
101 | Utility Plant in Service 5,151,346 5,168,988
103 | Property Held for Future Use 0 0
105 | Construction Work in Progress 5,873 19,767
108 | Accumulated Depreciation — Utility Plant -2,135,306 -2,384,123
121 | Non-Utility Property 0 0
122 | Accumulated Depreciation -- Non Utility 0 0
TOTAL FIXED ASSETS $3,021,913 $2,804,632
Other Assets
114 | Utility Plant Acquisition Adjustments 398,499 398,499
181 | Unamortized Debt Discount & Expense 0 0
190 | Accumulated Deferred Income Taxes 0 583,162
TOTAL OTHER ASSETS $398,499 $981,660
TOTAL ASSETS $3,508,036 $3,858,975
NOTE: The Assets on this page should be equal to Total Liabilities and Capital on the following page.
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{ COMPANY NAME WILLOW VALLEY WATER CO., INC.

WATER UTILITY BALANCE SHEET (CONTINUED)

Acct. BALANCE AT | BALANCE AT
No. BEGINNING END OF
LIABILITIES OF YEAR YEAR
CURRENT LIABILITIES
231 Accounts Payable $26,622 $17.421
232 | Notes Payable (Current Portion) 0 0
234 | Notes/Accounts Payable to Associated Companies 0 32,579
235 Customer Deposits 41,297 31,898
236 Accrued Taxes 15,372 16,785
237 Accrued Interest 4,682 4,658
241 Miscellaneous Current and Accrued Liabilities 29852 51,509
TOTAL CURRENT LIABILITIES $117,824 $154,850
LONG-TERM DEBT (Over 12 Months)
224 | Long-Term Notes and Bonds 0 0
DEFERRED CREDITS
251 Unamortized Premium on Debt 0 0
252 Advances in Aid of Construction 97,478 69,347
255 Accumulated Deferred Investment Tax Credits 0 0
271 Contributions in Aid of Construction 511,808 537,430
272 Less: Amortization of Contributions -44 282 -78,432
281 Accumulated Deferred Income Tax 0 0
TOTAL DEFERRED CREDITS 565,003 528,346
TOTAL LIABILITIES $682,828 $683,196
CAPITAL ACCOUNTS
201 Common Stock Issued 0 0
211 Paid in Capital in Excess of Par Value 3,931,959 4,037,387
215 Retained Earnings -1,106,751 -861,608
218 | Proprietary Capital (Sole Props and Partnerships) 0 0
TOTAL CAPITAL $2,825.208 $3,175,779
TOTAL LIABILITIES AND CAPITAL $3,508,036 $3,858,975




rCOMPANY NAME WILLOW VALLEY WATER CO., INC.

WATER UTILITY COMPARATIVE STATEMENT OF INCOME AND EXPENSE

Acct. OPERATING REVENUES PRIOR YEAR CURRENT YEAR
No.
461 Metered Water Revenue $625,208 630,414
460 Unmetered Water Revenue $0 0
474 Other Water Revenues $11,377 10,077
TOTAL REVENUES $636,585 640,491
OPERATING EXPENSES
601 Salaries and Wages $323,459 293,585
604 Employee Pension and Benefits $2,976 6,809
615 Purchased Power $33,972 34,793
616 Fuel for Power Production $0 0
618 Chemicals $47.678 41,290
620 Repairs and Maintenance $28,638 25,697
621 Office Supplies and Expense $24,273 28,813
632 Contractual Services — Accounting $18,101 29,149
633 Contractual Services — Legal $17,059 13,298
634 Contractual Services — Management $106,023 138,774
635 Contractual Services — Testing $11.151 9,402
636 Contractual Services - Other $10,095 9,891
641 Rental of Buildings $11,452 2,495
642 Rental Of Equipment $0 0
650 Transportation Expenses $23,724 17,765
657 Insurance — General Liability $10,806 13,177
659 Insurance - Other $24.880 31,258
667 Regulatory Commission Expense — Other $18,604 110
670 Bad Debt Expense $2,308 958
675 Miscellaneous Expense $17,371 22220
403 Depreciation Expense $241,979 233,683
403 Depreciation Expense — CIAC ~ (830,288) (34,150)
408 Taxes Other Than Income $2,548 2,487
408.11 | Property Taxes $32,895 33,515
408.12 | Payroll Taxes $23,514 21,846
409 Income Tax $0 (584,076)
TOTAL OPERATING EXPENSES $1,003,216 392,789
OPERATING INCOME/(LOSS) (8366,631) 247,702
OTHER INCOME/(EXPENSE)
427 Interest Expense ($3,637) (2,559)
TOTAL OTHER INCOME/(EXPENSE) ($3,637) (2,559)
NET INCOME/(LOSS) ($370,268) $245,143




.COMPANY NAME WILLOW VALLEY WATER CO., INC.

SUPPLEMENTAL FINANCIJAL DATA

Long-Term Debt
LOAN #1 LOAN #2 LOAN #3 LOAN #4

Date Issued
Source of Loan
ACC Decision No.
Reason for Loan
Dollar Amount Issued $ $ $ $
Amount Outstanding $ $ $ $
Date of Maturity
Interest Rate % Yo Ya %
Current Year Interest $ $ $ $
Current Year Principle $ $ $ $

Meter Deposit Balance at Test Year End $31,898

Meter Deposits Refunded During the Test Year $24.670

10
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.COMPANY NAME WILLOW VALLEY WATER CO., INC.

Name of System: Lake Cimarron

ADEQ Public Water System Number: AZ-04-08-129

WATER UTILITY PLANT DESCRIPTION

WELLS
ADWR ID Pump Pump Yield Casing Casing Meter Size Year
Number* Horsepower (gpm) Depth Diameter (inches) Drilled
(Feet) (Inches)
55-604160 7.5 190 60 12 47 1960
55-604161 10 225 100 6 1967

*  Arizona Department of Water Resources Identification Number

OTHER WATER SOURCES
.. Capacity Gallons Purchased or Obtained
Name or Description (2pm) (in thousands)
BOOSTER PUMPS FIRE HYDRANTS
Horsepower Quantity Quantity Standard Quantity Other
20 2 19
25 2
STORAGE TANKS PRESSURE TANKS
Capacity Quantity Capacity Quantity
196,000 GAL 1 5800 GAL 1

Note: If you are filing for more than one system, please provide separate sheets for each
system.
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.COMPANY NAME WILLOW VALLEY WATER CO., INC.
ADEQ Public Water System Number: AZ-04-08-129

Name of System: Lake Cimarron

WATER UTILITY PLANT DESCRIPTION (CONTINUED)

MAINS CUSTOMER METERS
Size (in inches) Material Length (in feet) Size (in inches) Quantity
6 PVC 186 5/8x3/4 130
8 PVC 7,347 Ya 2
10 PVC 5,509 2 1
UNK UNK 894
4 UNK 213
6 UNK 684
8 UNK 4,431
10 UNK 548

For the following three items, list the utility owned assets in each category for each system.

TREATMENT EQUIPMENT:

Chlorine Dioxide Injection System

Sodium Permanganate Injection System

Chlorine Gas Injection System

Fe & Mn Removal System

STRUCTURES:

Treatment Chemicals Storage Shed

Block fences around well sites and distribution center

OTHER:

Note: If you are filing for more than one system, please provide separate sheets for each

system.
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COMPANY NAME: WILLOW VALLEY WATER CO., INC.

Name of System: Lake Cimarron ADEQ Public Water System Number: AZ-04-08-129

WATER USE DATA SHEET BY MONTH FOR CALENDAR YEAR 2014

MONTH NUMBER OF GALLONS GALLONS GALLONS
CUSTOMERS SOLD PUMPED PURCHASED
(Thousands) (Thousands) (Thousands)

JANUARY 130 504 756

FEBRUARY 130 553 624

MARCH 130 530 762

APRIL 130 2,134 785

MAY 129 629 783

JUNE 129 747 803

JULY 129 753 778

AUGUST 129 690 700

SEPTEMBER 129 809 554

OCTOBER 130 690 498

NOVEMBER 130 648 583

DECEMBER 129 581 655
TOTALS —> 9,268 8,281

What is the level of arsenic for each well on your system? 0.005 mg/1

If system has fire hydrants, what is the fire flow requirement? GPM for hrs

If system has chlotination treatment, does this treatment system chlorinate continuously?

X) Yes ( )No

Is the Water Udlity located in an ADWR Active Management Area (AMA)?
() Yes X) No

Does the Company have an ADWR Gallons Per Capita Per Day (GPCPD) requirement?
( ) Yes (X) No

If yes, provide the GPCPD amount:

Note: If you are filing for more than one system, please provide separate data sheets for
cach system.

13




COMPANY NAME WILLOW VALLEY WATER CO., INC.

Name of System: King Street

ADEQ Public Water System Number: AZ-04-08-040

WATER UTILITY PLANT DESCRIPTION

WELLS
ADWR ID Number* Pump Pump Yield Casing Casing Meter Size | Year
Horsepower (gpm) Depth Diameter (inches) Drilled
(Feet) (Inches)
55-208170 Unit 17 - Pamary 30 500 120 9 6” 1970
55-603946 Center Street 100 8 1964
55-603947 King Street 15 300 120 8 4 1959
55-603948 Mcadowlark 100 8 1966
[ 55-603949 Unit 17 - Sccondary 15 300 100 8 4 1969
55-603950 Commercial Well 100 8 1965
55-603951 Ut 1 15 250 100 24 4” 1960
55-603952 Riding Club Well 120 20 1960

*  Arizona Deparrment of Water Resources Identification Number

OTHER WATER SOURCES

Name or Desciption Capacity Gallons P.urchased or Obtained
(gpm) (in thousands)
BOOSTER PUMPS FIRE HYDRANTS
Horsepower Quantity Quantity Standard Quantity Other
15 6 45
30 1
40 1
STORAGE TANKS PRESSURE TANKS
Capacity Quantity Capacity Quantity
163,000 GAL 1 14,000 GAL 1
47,000 GAL 1 2,200 GAL 1
96,000 GAL 1 5,200 GAL 1

Note: Ifyou are filing for more than one system, please provide separate sheets for each
system.

14
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.COMPANY NAME WILLOW VALLEY WATER CO., INC.
Name of System: King Street ADEQ Public Water System Number: AZ-04-08-040

WATER UTILITY PLANT DESCRIPTION (CONTINUED)

MAINS CUSTOMER METERS
Size (in inches) Material Length (in feet) Size (in inches) Quantity
4 ABS 1,225 5/8x3/4 1,459
3/4 10
6 AC 2,164 1 15
2 3
2 ASWP 261 4 2
4 ASWDP 7,412 6 3
6 DIP 154
2 PVC 3,802
3 PVC 1,694
4 PVC 52,790
6 PVC 26,277
8 PVC 4,301
4 STEEL 34
8 STEEL 43
UNK UNK 242
4 UNK 2,479
6 UNK 446
8 UNK 20

For the following three items, list the utility owned assets in each category for each system.

TREATMENT EQUIPMENT:

Chlorine Dioxide Injection System at Unit 17
Sodium Permanganate Injection System at Unit 17
Chlorne Gas Injection System at Unit 17

Fe & Mn Removal System at Unit 17

STRUCTURES:

Office Building

Fences around well sites
Sheds at Unit 17 and King St

OTHER:

1 x Mini-Excavator
! 1 x Bobcat

] 3 x Pick-Up Trucks

Note: Ifyou are filing for more than one system, please provide separate sheets for each system.
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COMPANY NAME: WILLOW VALLEY WATER CO., INC.

Name of System: King Street ADEQ Public Water System Number: AZ-04-08-040

WATER USE DATA SHEET BY MONTH FOR CALENDAR YEAR 2014

MONTH NUMBER OF GALLONS GALLONS GALLONS
CUSTOMERS SOLD PUMPED PURCHASED
(Thousands) (Thousands) (Thousands)
JANUARY 1366 3,591 4,763
FEBRUARY 1370 3,401 4363
MARCH 1371 3,371 5,426
APRIL 1380 3,798 5,835
MAY 1375 4,297 6,657
JUNE 1380 5,224 7,316
JULY 1379 5,390 8,576
AUGUST 1379 6,006 7,738
SEPTEMBER 1372 5,604 6,214
OCTOBER . 1371 4,563 5,909
NOVEMBER 1373 4,238 6,562
DECEMBER 1376 3,854 7,043
TOTALS —> 53,335 76,402
What is the level of arsenic for each well on your system? mg/1

ADWR #55-603949 (Unit 17) - 0.0018
If system has fire hydrants, what is the fire flow requirement? GPM for hrs

If system has chlorination treatment, does this treatment system chlorinate continuously?

(X) Yes ( )No

Is the Water Utility located in an ADWR Active Management Area (AMA)?
() Yes X) No

Does the Company have an ADWR Gallons Per Capita Per Day (GPCPD) requirement?
( ) Yes X) No

If yes, provide the GPCPD amount:

Note: Ifyou are filing for more than one system, please provide separate data sheets for each system.




COMPANY NAME: WILLOW VALLEY WATER CO., INC.
Name of System: Consolidated ADEQ Public Water System Number: N/A

UTILITY SHUTOFES / DISCONNECTS

MONTH Termination without Notice Termination with Notice OTHER
R14-2-410.B R14-2-410.C
JANUARY 0 ' 9

FEBRUARY 20
MARCH 10
APRIL 18
MAY 10
JUNE 8
JULY 7
AUGUST 2
SEPTEMBER 13
OCTOBER 11
NOVEMBER 9
DECEMBER 8
125

O CIO| OO OO OO oo O

TOTALS —™

OTHER (description):
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WILLOW VALLEY WATER CO,, INC.
YEAR ENDING 12/31/2014

PROPERTY TAXES

Amount of actual property taxes paid during Calendar Year 2014 was: $32,103.37

Attach to this annual report proof (e.g. property tax bills stamped “paid in full” or copies of cancelled checks for
property tax payments) of any and all property taxes paid during the calendar year.

If no propetty taxes paid, explain why.
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VERIFICATION

AND
SWORN STATEMENT
Taxes
VERIFICATION
COUNTY OF MARICOPA
STATE OF ARIZONA
JON:CORWIN, GENERAL MANAGER:
I, THE UNDERSIGNED ‘
WILLDW VALLEY WATER CO,, ING.
OF THE

DO SAY THAT THIS ANNUAL UTILITY PROPERTY TAX AND SALES TAX REPORT TO THE ARIZONA
CORPORATION COMMISSION

MONTH DAY YEAR

FOR THE YEAR ENDING 12 31 2014

HAS BEEN PREPARED UNDER MY DIRECTION, FROM THE ORIGINAL BOOKS,
PAPERS AND RECORDS OF SAID UTILITY; THAT I HAVE CAREFULLY EXAMINED
THE SAME, AND DECLARE THE SAME TO BE A COMPLETE AND CORRECT
STATEMENT OF BUSINESS AND AFFAIRS OF SAID UTILITY FOR THE PERIOD
COVERED BY THIS REPORT IN RESPECT TO EACH AND EVERY MATTER AND
THING SET FORTH, TO THE BEST OF MY KNOWLEDGE, INFORMATION AND
BELIEF.

SWORN STATEMENT

I HEREBY ATTEST THAT ALL PROPERTY TAXES FOR SAID COMPANY ARE CURRENT AND
PAID IN FULL.

I HEREBY ATTEST THAT ALL SALES TAXES FOR SAID COMPANY ARE CURRENT AND PAID
IN FULL.

SIOQNVATLIRE OF ODWNER OR OFFICIAL

TELEPHONE NUMBER

SUBSCRIBED AND SWORN TO BEFORE ME
A NOTARY PUBLIC IN AND FOR THE COUNTY OF saRICOPA
THIS [K%j DAY OF APRIL , o150

My Commission Expires

73 KRIS FENEX

¥4\ Notary Public, State of Arizana
! Maricopa County .

My Commission Expires

January 09, 2017
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VERIFICATION

AND
SWORN STATEMENT
Intrastate Revenues Onb
VERIFICATION
COUNTY OF MARICOTA
STATE OF
- Jon CORWIN, GENERAL MANAGER
1, THE UNDERSIGNED
WILLOW VALLEY WATER £0., INC.
OF THE

FOR THE YEAR ENDING | = 3 2014

HAS BEEN PREPARED UNDER MY DIRECTION, FROM THE ORIGINAL BOOKS,
PAPERS AND RECORDS OF SAID UTILITY; THAT 1 HAVE CAREFULLY EXAMINED
THE SAME, AND DECLARE THE SAME TO BE A COMPLETE AND CORRECT
STATEMENT OF BUSINESS AND AFFAIRS OF SAID UTILITY FOR THE PERIOD
COVERED BY THIS REPORT IN RESPECT TO EACH AND EVERY MATTER AND
THING SET FORTH, TO THE BEST OF MY KNOWLEDGE, INFORMATION AND
BELIEF.

SWORN STATEMENT

IN ACCORDANCE WITH THE REQUIREMENT OF TITLE 40, ARTICLE 8, SECTION 40-
401, ARIZONA REVISED STATUTES, IT IS HEREIN REPORTED THAT THE GROSS
OPERATING REVENUE OF SAID UTILITY DERIVED FROM ARIZONA INTRASTATE
UTILITY OPERATIONS DURING CALENDAR YEAR 2014 WAS:

Arizona Intrastate Gross Operating Revenues Only (8)

$675.544

(THE AMOUNT IN BOX ABOVE
INCLUDES $_35,054 ’
IN SALES TAXES BILLED, OR COLLECTED)

**REVENUE REFORTED ON THIS PAGE MUST
INCLUDE SALES TAXES BILLED OR
COLLECTED. IF FOR-ANY OTHER REASON,
‘THE REVENUE REPORTED ABOVE DOES NOT
AGREE WITH TOTAL OPERATING REVENUES
ELSEWHERE REPORTED, ATTACH THOSE
STATEMENTS THAT RECONCILE THE
DIFFERENCE. (EXPLAIN IN DETAIL)

TETEPHONE NUMBER
SUBSCRIBED AND SWORN TO BEFORE ME

ANOTARY PUBLIC H)I ;?ND FOR THE COUNTY OF MARICOPA
5N
THIS PN DAY OF
L i> | A , 2015
. K}
- " . d
My CominisgipsExpires KRIS FENEX

4 %2\ Notary Public,Siate of Arizona

[ bw %) Maricopa County

3 3 My Commission Expires
January 09, 2017




VERIFICATION

AND
SWORN STATEMENT
RESIDENTIAL REVENUE
INTRASTATE REVENUES ONLY
VERIFICATION .
STATE OF /L 1258 § I e
I THE UNDERSIGNED N CORWIN GENERAL MANAGER
’

WILLOW YALLEY WATER CO., INC.
OF THE
DO SAY THAT THIS ANNUAL UTILITY REPORT TO THE ARIZONA CORPORATION COMMISSION

MONTH DAY YEAR
FOR THE YEAR ENDING 12 31 2014

HAS BEEN PREPARED UNDER MY DIRECTION, FROM THE ORIGINAL BOOKS,
PAPERS AND RECORDS OF SAID UTILITY; THAT I HAVE CAREFULLY EXAMINED
THE SAME, AND DECLARE THE SAME TO BE A COMPLETE AND CORRECT
STATEMENT OF BUSINESS AND AFFAIRS OF SAID UTILITY FOR THE PERIOD
COVERED BY THIS REPORT IN RESPECT TO EACH AND EVERY MATTER AND

THING SET FORTH, TO THE BEST OF MY KNOWLEDGE, INFORMATION AND
BELIEF.

SWORN STATEMENT

IN ACCORDANCE WITH THE REQUIREMENTS OF TITLE 40, ARTICLE §, SECTION 40-
401,01, ARIZONA REVISED STATUTES, IT IS HEREIN REPORTED THAT THE GROSS
OPERATING REVENUE OF SAID UTILITY DERIVED FROM ARIZONA INTRASTATE
UTILITY OPERATIONS RECEIVED FROM RESIDENTIAL CUSTOMERS DURING
CALENDAR YEAR 2014 WAS:

ARIZONA INTRASTATE GROSS OPERATING REVENUES (THE AMOUNT IN BOX AT LEFT
INCLUDES $_29,694 _
$563,707 IN SALES TAXES BILLED, OR COLLECTED

*RESIDENTIAL REVENUE REPORTED ON THIS PAGE
MUST INCLUDE SALES TAXES BILLED. '

-

SIGNATURE: OF QWINE R OR OFFIIAL

TELEPHONE NUMBER
SUBSCRIBED AND SWORN TO BEFORE ME :
KRIS FENEX
ANOTARY PUBLIC IN AND FOR THE COUNTY OF MARICOPA
" )
THIS / g N DAY OF

(SEAL) e

— a

My é’ :{ \ nww.&n'e of Arizona
% : aricopa County

My Commission Exfiires

January 089, 2017
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NVillow Valley Water Company VU /893
REF. NO. INVOICE ND; INVOICE DATE INVOICE AMOUNT AMOUNT PAID DISCOUNT TAKEN NET CHECK AMOUNT
22422 RP25451470315 | 2/1/2015 | . 16,757.49 | . 16,757.49 | 0.00-|  16,757.43

WARRING —THIS CHECK 1S PROTECTED BY.SPECIAL SECURITY GUARD PROGRANM™ FEATURES.

Wiilow Val .W i WELLS FARGO BANK, N.A. 563821412 007693
illow Valley Water Company ) VanWerr, OH 4569
21410 N 19th Avenue, Suite 220 e G doom

Phoenix, AZ 85027 BATE CHECK NO. RWOONT

{623) 580-9600

3/3/2015 007693 §rr*+*16,757.49

PAY gixteen Thousand Seven Hundred Fifty-Seven and 49/100-~=55ommmmoodmmmmsmoiteoi il Dollars
TO THE
z?mn Mochave County Treasurer 5 SENE,

PO BOX 712 - ; b ° '

Kingman, AZ- B6402-0712: . - - % £

. : L RS e “ea 10"

0 p R ATURES 3 DRDETA
el B . N o B ] -~ z7 e o . _ —.‘.

‘Net ‘Check Amt
- 16,757:49
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GTATE OF ARIZONA

Office of the
CORPORATION COMMISSION

CERTIFICATE OF GOOD STANDING
To ail to whom these presents shalf come, greeting:

I, Jodi A. Jerich, Executive Director of the Arizona Corporation Commission, do hereby
certiy that

*SYWILLOW VALLEY WATER CO., INC, ***

a domestic corporation organized under the laws of the State of Arizona, did incorporate on
June 2, 1960.

| turther certify that according to the records of the Arizona Corporation Commission, as
of the date set forth hereunder, the sald corporation is not administratively dissolved for
faflure to comply with the provisions of the Arizona Business Corporation Act; and that its
most recent Annual Report, subject to the provisions of A.R.S. sections 10-122, 10-123,
10-128 & 10-1622, has been dellvered to the Arizana Carporation Commission for filing; and
that the said corporation has not filed Articles of Dissolution as of the date of this certificate.

This certificate refates only to the legal existence of the above named entity as of the date
issued., This certificate Is nat o be construed as an endorsement, recommendation, or
notice of approval of the entity's condition or business activities and practices.

IN WITNESS WHEREOF, | have hereunto set my hand and affixed
the official seal of the Arizona Corporation Commission. Done at
Phoenix, the Capital, this 20th Day of Aprii, 2015, A. D.

Gy

Jof¥” A. Jerich,-Bfecutive Director
1219607

By:
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ARIZONA CORPORATION COMMISSION
UTILITIES DIVISION

ANNUAL REPORT MAILING LABEL - MAKE CHANGES AS NECESSARY

W-01303A

EPCOR Water Arizona Inc.

2355 W. Pinnacle Peak Road, Suite 300
Phoenix, AZ 85027

ANNUAL REPORT

Water - Sewer

- FORYEAR ENDING
12 31 2014

FOR COMMISSION USE
L —__ANNO4 12 ]

sed by:

scanned




COMPANY INFORMATION

Company Name (Business Name)

EPGOR Water Arizona, inc. #/ik/a/ Arizona-American Water Company i

Malling Add 2355 W. Pinnacle Peak Road, Suite 300
(Street)
Phoenix AZ 85027
(City) (State) (Zip)
623} 445-2400 (623) 445-2451 NA
Telsphone No. (Include Area Cods) Fax No. (Inciude Area Code) Ceil No. (Include Area Code)
Emeil Address
Local Office Mailing Address 2355 W. Pinnacle Peak Road, Sulte 300
{Street)
Phaenix AZ 85027
(City) (Stats) (Zip)
(823) 445-2400 (623) 587-1044 N/A
Local Office Telephane No. (tnclude Arsa Code) Fax No. (include Area Cade) Celi No. {include Area Code)
Emaif Address
MANAGEMENT INFORMATION
Regulatory Contact:
Management Contact: Sheryi Hubbard Diractor, Rates
{Name) (Titia)
23565 W. Pinnacle Peak Road, Suite 300 Phosnix AZ 85027
(Street) (City) (State) (ip)
623) 448-2420 (823) 587-1044 N/A
Telephone No. (Include Ares Cade) Fax No. (Include Area Codes) Cell No. {include Area Code)
Email Address shul r.C
On Site Manager: Sheryl Hubbard Director, Ratas
(Name) (Title)
2355 W. Pinnacle Peak Road, Suite 300 . Phosnix AZ 85027
(Street) (City) (State) (Zip)
623) 446-2420 (B23) 587-1044 N/A
Telephone No. (Include Area Code) Fax No. (Include Area Cade) Cail No. {Include Area Cads)
Emall Address §nghp_§mmpaor com
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Statutory Agent:  Corporate Service Company

(Name}
2355 W. Pinnacle Peak Road, Suite 300 Phoenix AZ : 85027
(Street) {City) (State) (Zip)
(624) 445-2400 N/A : N/A
Telephone No. (Include Area Code} Fax No. {Include Area Code Cell No. (Include Area Code)
Attorney: Martin Stanek
(Name)
2355 W. Pinnacle Peak Roed, Suite 300 Phoenix AZ 86027
(Street) (City) (State) (Zip) i
(623) 445-2427 N/A N/A
Telephone No. (Include Area Code) Fax No. (Include Area Code Cell No. {Include Area Code)
OWNERSHIP INFORMATION

Check the following box that applies to your company:

' D Sole Praprietor (S) E] Corporation (C) (Other than Association/Co-op)
O rPartership () [] subchapter § Carporation (2)
D Bankruptey (B) ' [ Association/Co Op (A}
I:I ReceivershipR D Limited Ligbility Company
[] other (Describe)
COUNTIES SERVED

Check the box below for the countyfies in which you are certificated to prdvide service:

[0 Apache [ cochise [] coconino

[1 cua [] craHAM ] GReeNLEE |
[0 araz [l MARICOPA [x] MOHAVE |
0 wnavaso [ Piva [ PINAL

[kl sANTACRUZ [ vavapai [ yuma

[]__STATEWIDE v - |
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COM PANY NAME Epcor Water Arizona, Inc.
WATER UTILITY PLANT IN SERVICE

Acct. Original Accumulated - 0.C.L.D.

No. DESCRIPTION Cost (OC) Depreciation (OC less AD)
(AD)

301 |Organization 68,331 0 58,331
302 |Franchises 5,123,396 0 5,123,396
303 |Land and Land Rights 11,197,329 1112181 11,086,110
304 |Structures and Improvements $6,987,394 16,126,957 80.860,4_37
305 Collectinmd Impounding 1,989,194 516,393 1,472,801
306 Lake, River & Other Intake 1,255,153 258,219 966,933
307 _[Wells and Springs 34,563,264 9,372.021| 25,191,242
308 |infitration Galleries 245,768 60,645 185,123
309  |Supply Mains 3,787,156 283,067 3,504,089
310 |Power Production Equipment 5,276,754 1,074,932 4,201,822
311 |Pumping Equipment 77,246,480 35,781,190 41,465,290
320 |Water Treatment Equipment 71,590,019 30,936,547f 40,653,472
330 |Distribution Reservoirs and Standpipes 36,306,226 _ 6,560,581 29,745 645
331 Transmission and Dlstribution Mains 249,583,495 55,166,948| 194,416,547
332 |Fire Mains 170 66 104
333 [Services 44,515,367 14,822,110] 29,693,257
334 |Meters and Meter Installations 29,062,781 9,098,545{ 19,964,236
335 Hydrants 23,914 411 6,238,341 17,676,070
336  |Backflow Prevention Devices 0 0 0
339  |Other Plant and Misc. Equipmént 2,121,700 334,160 1,787,540
340 |Office Furniture and Equipment | 6,367,889 7,641,059 -1,273,169
341 Transportation Equipment 2,739,245 7,078,778 -4,339,533
342 |Stores Equipment _ 30,784 19,349 11,435
343 |Tools, Shop and Garage Equipment 1,323,262 544,460 778,802
344 Laboratory Equipment 618,073 151,688 468,385
345 |Power Operated Equipment 661,690 388,395 273,295
346  |Communication E@lpment 10,384,203 5,354,301 5,029,902
347 |Miscellaneous Equipment 836,680 65,122 571',558
348 |Other Tangible Piant 0 0 0
Reg Asset AFUDC Debt 1,778 0 1,778
TOTALS 717,597,992 207,985,093| 509,612,899

_/

This amount goes an the Balance Sheet Acct. No. 108
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[COMPANY NAME Epcor Water Arizona, Inc. ]
Acct, Original Depreciation Depreciation
No. DESCRIPTION Cost (1) Percentage Expense
{2) {(1x2)
301 |Organization 68,331 * 0
302__|Franchises 5,123,398 * 0
303 _|Land and Land Rights 11,187,329 * 0
304 _ {Structures and Improvements 96,087,394 . 2,408,435
305 |Collecting and impounding 1,989,184 d 48,752
306 _|Lake, River & Other Intake 1,256,163 ol 45,077
307__|Wells and Springs 34,563,264 * 870,828
308 _linfiltration Galleries and Tunnels 245 768 ¥ _4915
309 |Supply Mains 3,787,156 v 72,826
310 [Power Production Equipment 5,276,754 * 257,857
314 |Pumping Equipment 77,248,480 * 3,268,294
320 |water Treatment Equipment 71,680,019 * 1,687,574
330 _ IDistribution Reservoirs and Standpipes 36,308,226 * 709,153
331 |Transmission and Distribution Mains 249,583,495 * 3,098,199
332 |Fire Mains 170 * 3
333 |Services 44,515,367 * 1,166,409
334 [Meters and Meter Instailations 29,082,781 * 1,694,014
335 |Hydrenis 23,914,411 * 474,504
336 _ {Backflow Prevention Devices Q *
339 [Other Plant and Misc. Equipment 2,121,700 * 63,204
340__|Office Furniture and Equipment 6,367,889 * 699,238
341 |Transportation Equipment 2,739,245 * 460,967
342 |Stores Equipment 30,784 * 1,213
343 {Tools, Shop and Garage Equipment 1,323,282 B 51,919
344 |Laboratory Equipment 618,073 * 30,888
345 |Powser Operated Equipment 661,890 » 24,6561
348 |Communication Equipment 10,384,203 . 965,872
347 |Miscellaneous Equipment 636,680 * 48,601
348 |Other Tangible Plant 0 * 0
Reg Asset AFUDC Debt 1.778 * 0
TOTALS 717,587,992 18,951,501

* See Attached for depreciation rates
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[COMPANY NAME Epcor Water Adizona, Ins. |
Agua Fris Bun CRy | Shun CRy West Mobave Hevasu Antham Tubac Valiey | North Mohave
2.50% 2.50% 2.50% 2.50% 2.50% 2.50% 2.21% 3.00%
2.00% 167% | 167% 200% 200% 1.87% 2.21% 300% |
2.00% 1.67% 1.67% 2.00% 200% | 187% | 221% 3.00% |
200% 1 200% 2.00% 2.00% 167% 2.21% _3.00%
2.50% 3,99% - 2.50% = - -
2.60% 4,83% 4.83% 250% | 250% | 1.67% 2.21% 3.00% |
2.50% 4.870% 2.50%
- - 2.50% = - 221% 3.00%
1.67% : - - -
187% 2.50% - 1.67% 1.67% 2.60% -
167% - - - - 2.50% .
2.50% 2.5% 2.52% 2.50% 2.50% 2.62% 3.08% 3,00%
2.00%
1.67% 2,00% 1.67%
| 3.33% 4.42% 4.42% 333% ] A% - 4.24%
3.33% 4.42% 4.42% 333% | 333% - 4.24%
- - 5.00% 442% -
4.00% 4.42% _4.42% 4.00% 4.00% 4.42% 4.24% 3.00%
4.00% 5.00% 5.00% - - 4.24% 3.00%
4.00% 4.42% 5.00%
4.00% _ 501% 5.01% 4.00% 400% | 442% 4.24%
4.00% 5.01% 501% 4,00%
|__500% 7.08% 7.08% 5.00% 5.00% 7.08% 7.06%
10.00% 5.00% 5.00% 10.00% 500% | 500%
1.54% 1.67% 1.87% 1.54% 1.54% 1.67% 1.82% 3.00%
1,54% 1.54%
1.54% 5,00%
2.33%
3304__[Cle 2,00%

331 |1 n and Distibutian Mains 153% | 260% 1.53% 1.53% 200% 2.00% 1.63% 1.97% 3.00%
331.1 | Transmission and Distibution Mains 4" < 4.17% 1.43% 1.5% 1,53% 1.43% 1.43% 153% 1.97% 3.00%
331.2  |Transmission and Disribution Mains &” - 8 2.52% 1.43% 1.53% 1. 1.43% 1.43% 1.53% 1.97% 300%_ |
331.3_|Transmission and Dis A0 16" 234% 1.43% 1.63% 1.53% 143% 1.43% 1.53% 234% 3.00%
3314 |Trensmission and Distribution >16" 2.00% 1.43% 2.00% 1.43% 1.53%

332 |Fire Mains 2.00%_ 1.43% 1.53% 1.53%

333 _ |Services 472% 2.50% 248% | 248% 2.50% 1.54% 2.48% 2.45% 3.00%

334 M Moter Instaiigtions - - . - — : - -
334.1__{Meters and Meter Inataliations | _S87% 8.87% 8.67% 667% 6.67% 6.67% 0.67% 3.00% |
3342 [Meter instajationa 1.61% 2.50% 251% 2.51% 250% | 260% 2.51% 242% :
334.3__|Meler Vaulls 2.50% 251% 2.51% 2.51%

338 |Hydranta 2.10% 200% 2.00% 2.00% 200% 2.00% 1.87% 3100% |

338 }Baciflow Prevention Devices 8.67% B07% | 667% :

| 338.)  jOther Plant end Misc. Equipment - - =
3382 {Other Plar snd Misc. Eoulpment - S 333% | 3 -

3305 {Other Plent and Misc. Eoulpment - TP 2.00%
339.6___{Qthar Plant and Misc. Equipment - CPS 331% 331% - 3.33% 3.31% -

340 _ |Qffics Fumiture and Equipment H = - - - -
340.1__|Offics Fumiture and Equipment 4.04% 4.50% 4.55% 4.59% 4.50% 4.50% 4.55% 3.28% 3.00%
3402 |Comp & Periph Equipment 10.00% 10.00% 10.00% 10.00% 10.00% 1000% | 1000% 10.00%

40.3 re 25.00% 2000% | 2500% | 2500% 20.00% 20.00% - 2500%

34031 JCompiter Software 26.00%
| 340325 {Cowmputer Software 25,
34033 _{Compuler Software
i 0.0C% - - - - - -
7.13% 7.13% . . . . _
20.00% 20.00% 2000% | 20.00% 20,00% 2000% | 20.00% 20.00% 3.00%
14.20% 1500% | 15.00% | 14.20% 15.00% 16.00% 15.00% 3.00%
7.80% - . - . N .
16.87% 16.67% 16.67% - 18.87% - 168 -
4.00% 3.91% 391% 4,00% - . 350% | 300%
381% | 4.00% 4.02% X 4.00% 4,00% 414% | __3060% 3.00%
10.00% 4.00% AIN% 371% 4.00% 4.00% 3% 5
4.84% 5.00% 5.20% 5.02% 5.00% 5.00% B14% | 4.64%
9.78% 10.00% 10.30% 10.30% 10.00% 10.00% 10.28% 5.03%
0.76% 1000% | 10.30% 10.30% 10.00% 10.00% | 97e%
- 10.00% 10.30% 10.30% 10.00% - 9.76% -
493% 10.00% 453% 49%% | 1000% 0.00% 4.83% 4.93%
E 8.25% 6.10% 6.18% - 8.18% -




[COMPANY NAME

This amount goes on the Balance Sheet Acct. No. 108
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Epcor Water Ariiona, Inc.
SEWER UTILITY PLANT IN SERVICE

Acct. Original Accumulated O.CL.D.

No. DESCRIPTION Cost (OC} Depn(*:%ia;tlon (OC less AD)
351 _ |Organization 126,451 - 126,451
352 |Franchises 502,925 - 502,925
353 |Land and Land Rights 974,894 18,035 7 956,658
354 |Structures and Improvements 26,150,608 7,291,703 18,858,904
355 |Power Generation Equipment 1,152,692 225,564 927,129
360 [Collection Sewers - Force 6,106,054 1,531,878 4574176
361 |[Collection Sewers - Gravity 81,312,533 26,131,947 55,180,586
362 |Special Collecting Structures 3,410,518 4,558,301 -1,147,783
363 {Services to Customers 12,471,006 4,570,033 7,900,973
364 |Flow Measuring Devices _ 744 826 443,531 301,295
365 |Flow Measuring Installations - - 0
370 _|Receiving Wells 2,126,089 558,041 1,568,048
371 |Pumping Equip 4,069,444 1,664,333 2405,111
380 |Treatment and Disposal Equip. 58,580,336 35,711,626 22,868,710
381 |Plant Sewer 814,511 360,626 453,886
382 |Outfall Sewer Lines 827,477 425 487 401,990
389 _|Other Plant and Misc. Equipment 1,068,641 566,724 501,917
390 _|[Office Furniture and Equipment 375,028 285962 89,067
3 Transponat-ion Equipment 243 240 800,329 -557,089
392 |Stores Equipment 62,557 12,573 49,984
393 |Tools, Shop and Garage Equipment 297,463 145,228 162,234
394 |Laboratory Equipment 216,061 81,301 134,761
395 [Power Operated Equipment 1,166,541 559,808 596,643
396 |Communication Equipment 2,839,601 2,505,926 133,675
397 |Misc Equipment 111,315 96,219 15,097
398 |Other Tangible Plant 4,029 _684 3,345]

TOTALS 206,544 641 88,545,949 116,998 692




ICOM PANY NAME Epcor Water Arizoﬁa, Inc. ]
SEWER CALCULATION OF DEPRECIATION EXPENSE FOR CURRENT YEAR
Acct. Orlginal 1 Depreciation Depreciation
No. DESCRIPTION Cost (1) Percentage Expense
(2) {1x2)
351 _|Organization 126,451 * 0
352 |Franchises 502,025 * 0
353 |Land and Land Rights 574,894 * 0
354 Structures and Improvements 286,150,608 * 586,149
355 _|Power Generation Equipment 1,152,692 . 49,130
3680 |Collection Sewers - Force 6,106,054 * 124,142
361 [Collection Sewers - Gravity 81,312,533 * 1,710,583
362 _[Special Collecting Structures 3,410,518 * 263,793|
363 _|Services to Customers 12,471,006 * 254 935
364 _|Flow Measuring Devices 744,826 * 75,643
365 _[Flow Measuring Installations 0 * 0
370 |Receiving Wells 2,126,089 * 70,799
371 __|Pumping Equip 4,069,444 * 245,032
380 |Treatment and Disposal Equip. 58,580,336 * 2,844 854 ‘
381 _|Plant Sewer 814,511 * 40,698
382 |Outfall Sewer Lines ‘ 827 477 * 41,376
389 |Other Plant and Misc. Equipment 1,068,641 * 53,114
380 _|Office Furniture and Equipment 375,028 > 31,993
391 |Transportation Equipment 243,240 * 48,648
392 |Stores Equipment 62,557 * 2477
393 _|Tools, Shop and Garage Equipment 297,463 * 12,482
394 _|Laboratory Equipment 216,061 . 15,460
395 _[Power Operated Equipment 1,156,541 * 58,073
398 _|Communication Equipment 2,639,601 * 227,673
397 |Misc Equipment 111,315 ¥ 5877
398 _|Other Tangible Plant 4,029 * 178) .
TOTALS 205,544 641 6,762 909




IQOMPANY NAME Epcor Water  Ine. J
" Acst,
No. DESCRIPTION Sun City Sun Clty Weet | Mohave | Aathem | AguaFria
351__|Organization
352 |Franchises
353 |Land and Land Rights

354.2 |Struciufes and Improvements 2.50% 5.00% 2.80% 1.67% 1.61‘&

354.3 |Structures and Im| Pumping 5.00% 1.87%

354.4 [Structures and Improvements-Treatment 2.80%] 167%] 1.67%

354.5 |Structures and Improvements-General 2.00% 1.867% 1.67%] 1.67%
355 |Power Generation Equipment 3.33%) 3.33%] 5.00%} 442%! 4.42%

355.3 |WW Pwr Gen Equip SPP 3.33% 3.33% 4.42%

355.5 _iPower Generation Equipmant-RWTP 4.42% 4.42%
380 {Collection Sewers - Force 2.07% 2.07% 2.00% 2.07% 2.07%
3681 _[Collection Sewers - Gravity 2.03% 2.04% 2.00% 2.04%) 2.04%
362 _|Special Cotlecting Structuras 8.40% 8.40%) 2.00% 2.04% 8.40%
383 __ISeyvices to Customers 2.04% 2.04% 2.04% 2.04% 2.04%
384 __|Fiow Measuring Devices 10.00% 10.00%] 10.00%] 10.00%] 10.00%)
370 _|Receiving Wells : 3.33% 3.33%
371 |Pumping 'Egulgmen‘l 5.42% 10.00% 5.42% 5.42% 5.42%

371.2_|WW Pump Equip Oth Pwr 10.00% 542%| 5.42%
380 |Treatrment and Disposal Egulg. 5.00% 1.53% 5.00% 5.00%

380.06 {Vreatment and Disposal Equip. 2.00% $.00%]| 5.00%| _6.00%)| 5.00%
380.1 _|Treatment and Disposal Equip. 2.00% 5.00% 3.60% 5.00% 5.00%
380.2 |Treatment and Disposal Equip. 5.00% 5.00% 5.00%
380.25 |Treatment and Disposal Equip. 2.00% 5.00% 500%| 5.00%
380.3 |Treatmsnt and Disposal Equip. 5.00% 5.00% 5.00% 5.00%
380.35 |Treatment and Disposal Equip. ] 5.00% 5.00% 5.00%

380.4_|Treatment and Dis| | Equip. 5.00% 5.00% 5.00%

380.5 |Treatment and Disposal Equip. 5.00% 5.00% 6.00% 5.00%

380.8 {Treatment and Disposal Equip. 2.00% 5.00% 5.00% 5.00% 5.00%

380.625 |Treatment and Disposal Equip. 2.00% 5.00% 5.00% 5.00%| 5.00%
3680.65 )Treastment and Disposal Equip. i 2.00% 5.00% 5.00%
381 Plant Sewer . 5.00% 5.00% 5.00% 5.00%
382 _ |Outfall Sewer Lines 2.00% 6.00% §5.00%| 5.00%

389.1 |WW Oth Pit & Misc Eqp Intang 4.98% 4.98% 4.98% 4.98%

389.6 |Other P/E - CPS 4.98% 4.98%| 4.98% .
380 __iOffice Furniture and Equipment 4.58% 4.58% 4.50%| 4.59%

390.1_|Computer Equipment 4.55% ;

380.2 |Computers & Peripheral 10.00%]  4.04%

3903 |Computer Software 25.00% 25.00%| 25.00%| 25.00%| 25.00%
391 __|Transportation Equipment 20.00% 20.00%

382 |Stores Equipment 3.91% 306%| 3.08%
383 |Tools, Shop and Garage Equipment __ 4.47% 4.47% 4.47% 447% 4.47%
384 !Laboratory Equipment 10.00% 10.00% 3.71% 3.71% 3.71%
305 [Power Operated Equipment 5.02% 5.00% 5.02% 5.02%
386 __jCommunication Equipment 10.28% 10.30%] 10.30%) 10.30%] 10.30%
397 _|Miscellaneous Equipment 5.10% 540%_‘75.10% 5.10%

388 _ |Other Tangible Plant 5.10% 10.30%
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COMPANY NAME Epcor Waler Arizona, inc.
BALANCE SHEET
Acct. BALANCE AT BALANCE AT
No. BEGINNING OF END OF
ASSETS YEAR YEAR
CURRENT AND ACCRUED ASSETS

131_|Cash $ (443533)| § (18,482)
134__ |Working Funds 1,450 2,850 |
135 |Temporary Cash Investments - -
141 __|Customer Accounts Receivable 5,736,455 4,853,945
146 |Notes/Receivables from Associated Companies - - |
151 __ |Plant Material and Supplies 889,085 648,581 |
162 |Prepayments 1,329,227 1,191,441
174  |Miscellaneous Cument and Accrued Assets 56,001,210 56,707,390

TOTAL CURRENT AND ACCRUED ASSETS $ 63,513,804 | $ 63,385,745

FIXED ASSETS

101 |Utility Plant in Service $ 874,557,393 | $ 923,142,634
103 |Property Held for Future Use 408,640 408,640
105__ |Construction Work in Progress 22,717,496 18,341,834
108 _|Accumulated Depreciation - Utility Plant (265,586,428 (296,531,042 E
121 Non-Utility Property - ‘ -
122 [Accumulated Depreciation - Non Utility - .

TOTAL FIXED ASSETS $ 632,097,101 [ § 645,362,065

TOTAL ASSETS $ 695,610,984 | § 708,747,810

NOTE: The Assets on this page should be equal to Total Liabilities and Capital on the following page
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COMPANY NAME

Epcor Water Arizona, inc.

BALANCE SHEET (CONTINUED)

Acct. BALANCE AT BALANCE AT
No. BEGINNING OF END OF
LIABILITIES YEAR YEAR
CURRENT LIABILITES
231 |Accounts Payable 5,308,744 3,547,040
232 |Notes Payable (Current Portion) 8,583,003 8,595,703
234 |Notes/Accounts Payable to Associated Companies (29,312,038 (47,895 ,848)
235 |Customer Deposits 30,020 49,085
236 |Accrued Taxes 2,109,411 3,778,504
237 |Accrued interest 435,035 462,085
241 [Miscellaneous Current and Accrued Liabiiities 12,248,064 18,014,148
TOTAL CURRENT LIABILITIES (587,761) (1 3,449,291')
LONG-TERM DEBT (Over 12 Months) _
224 |Long-Term Notes and Bonds 231,711,467 231,674,441
DEFERRED CREDITS
251 |Unamortized Premium on Debt - -
252 ]Advances in Aid of Construction 187,811,456 169,026,690
255 |Accumulated Deferred Investment Tax Credits - -
271 |Contributions in Aid of Construction 130,462,696 168,853,420
272 |Less. Amortization of Contributions (30,134,135) (35,857,835)
281 |Accumulated Deferred Income Tax 13,931,911 8,085,287
TOTAL DEFERRED CREDITS 302,071,928 310,107,762
TOTAL LIABILITIES 533,195,635 528,332,912 |
CAPITAL ACCOUNTS
201 1Common Stock Issued 522,880 522,880
211 |Paid in Capital in Excess of Par Value 184,882,920 184,882,820
215 _ |Retained Earnings __(22,980,441) (4,990,802
218 [Proprietary Capital (Sole Props and Partnerships) - -
TOTAL CAPITAL 162,415,360 180,414,898
TOTAL LIABILITIES AND CAPITAL 695,610,994 708,747,810
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COMPANY NAME Epcor Water Arizona, Inc.

WATER COMPARATIVE STATEMENT OF INCOME AND EXPENSE

Acct. OPERATING REVENUES PRIOR YEAR CURRENT YEAR
No.
461 _|Metered Water Revenue $ 81,559,405 | $ 85,179,970
480 _|Unmetered Water Revenue v |3 -
474 __|Other Water Revenues $ 2,302,438 | § 2,319,885
TOTAL REVENUES $ 83,861,843 | % 87,499,855
OPERATING EXPENSES
601 _|Salaries and Wages $ 10,660,844 | $ 10,667,963
604 |Employee Pensions and Benefits $ 2920352 | % 2,492 936
810 {Purchased Water $ 2483685 1% 2,965,197
8156 {Purchased Power $ 6,565062 | $ 7,044,732
818 _|Chemicals $ 799,981 | § 862,623 |~
620 _|Repairs and Maintenance $ 1,205,034 { § 1,235,162
621 |Office Supplies and Expense $ - 13 -
830 |[Outside Services $ 7.3712351$% 6,836,005
641 |Rents $ 244584 1$ 237,456
850 |Transportation Expenses $ 064,455 | $ 916,495
655 |Insurance $ 837,541 | § 972,497
666 |Requlatory Commission Expense - Rate Case $ 385978 1§ 222 675
875 |Miscellaneous Expense $ 4,111,957 | § 31628,03':9
403 |Depreciation Expense $ 18214423 | § 18,951,501
408 jTaxes Other Than income $ 884,551 1 § 933,287
408.11 |Property Taxes . $ 2816461} $ 3,021,151 |
409 |income Tax $ 4151814 | $ (764,346)
TOTAL OPERATING EXPENSES $ 64,599,457 | $ 60,223,374
OPERATING INCOMEXLOSS) $ 19,262,386 | $ 27,276,482
OTHER INCOME/(EXPENSE)
419 {Interest and Dividend Income $ - |$ -
421 _|Non-Utliity Income $ 262,771 | $ 341,833
426 _{Miscelianeous Non-Utility Expenses $ (328,270} | $ (372,574)
427 {Interest Expense $ {6,693,306) | § (6,149,204)
TOTAL OYHER INCOME/(EXPENSE) $ (6,756.896) $ (6,179.944)
NET INCOMEI/(LOSS) SV 12,505,490 | $ 21,096,537
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COMPANY NAME Epcor Water Arizona, Inc,
SEWER COMPARATIVE STATEMENT OF INCOME AND EXPENSE

Acct. OPERATING REVENUES PRIOR YEAR CURRENT YEAR
No.
521 {Flat Rate Revenues $ 29,308,697 | § 29,980,113
522 |Measured Revenues b - 18 i
536__|Other Wastewater Revenues $ 35032 | $ 59,585
TOTAL REVENUES § 29,344. 7291 % 30,019,708
OPERATING EXPENSES _
701__]Salaries and Wages 4,003,686 | § 3,958,023
704 _|Employee Pensions and Benefits 9105021 $ 749,481
710 |Purchased Wastewater Treatment $ 28461 $ 7,420
711 |Sludge Removal Expense p 2973707 | % 2,638,060
715 _|Purchased Power $ 1216845 | § 1,191,682
716 |Fuel for Power Production $ - 193 -
718 Chemicals $ 453962 | § 415,101
720 |Materials and Supplies 3 5733611 $ 507,404
721 _|Office Supplies and Expense $ - |8 -
730 |Contractual Services $ 34816481 $ 3,214,499
741 |Rents $ 110,803 $ 110,287
750 _iTransportation Expenses $ 36856835 % 335,413
755 linsurance Expense $ 2192191 $ 283,722
766 |Regulatory Commission Expense - Rate Case $ 99,3961 $ 15,696
775 |Misceilaneous Expense $ 1,402,728 | $ 1,188,762
403 {Depreciation Expense $ 8,674,718 | $ 6,762,909
408 |Taxes Other Than Income $ 322927 1 % 341,608
408.11 Property Taxes $ 1258427 | $ 1,267,376
409 |Income Tax $ 1,992,328 | $ (366,803}
TOTAL OPERATING EXPENSES 3 25,962,830 | § 22,618,737
OPERATING INCOME/(LOSS) 3 3,381,899 | $ 7,400,971
OTHER INCOME/(EXPENSE)
419 _lInterest and Dividend Income $ - $ -
421 {Non-Utility Income 3 - $ -
4268 {Miscellansous Non-Utility Expenses $ - $ -
427 _linterest Expense $ (3,240,553)] § (3,214,157
TOTAL OTHER INCOME/(EXPENSE) 3 (3'240F553) $ (3,214,157)
NET INCOME/LOSS) $ 141,347 $ 4,186,813 ]
Page 11
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COMPANY NAME | EPCOR WATER
Name of System: Havasu ADEQ Public Water System Number:|  04-03-015
WATER COMPANY PLANT DESCRIPTION
WELLS
ADWR ID Pump Pump Yield| Casing | Casing | Meter Size Year
Number* Horsepower (Gpm) Depth |Diameter| (inches} Drilled
(Feet} | (Inches)
55-512988 15 100 420 8 12 1988 Well #8
5§5-534237 None None 365 12 6 - 1992
55-5396486 20 - 550 180 10 6 1993
55-584370 20 500 780 16 8 2003 Well #9
55-601829 7.5 50 180 8 None Unknown
55-601830 None None 148 10 None 1968
- 55-601831 15 250 160 8 4 1972 Well #3
55-601832 5 75 245 10 3 1970
55-601833 30 175 150 8 6 1980

*Arizona Department of Water Resources Identification Number

OTHER WATER SOURCES

Gallons Purchased or Obtained
Name or Description Capacity (gpm) {in thousands)
BOOSTER PUMPS ' FIRE HYDRANTS
Horsepower Quantity Quantity Standard Quantity Other
5 1
7.5 1
15 2
20 4
25 4
30 3
40 1
50 5
STORAGE TANKS PRESSURE TANKS
Capacity Quantity Capacity Quantity
125,000 2 200 1
250,000 1 5,000 1
750,000 1 10,000 1
500,000 1
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ﬂ
COMPANY NAME | EPCOR WATER
Name of System: Mohave ADEQ Public Water Systsm Number:!  04-08-032 |
WATER COMPANY PLANT DESCRIPTION
WELLS
ADWR ID Pump Pump Yield | Casing| Casing | Meter Size Year
Number* Horsepower (Gpm) Depth | Dlamaeter| (inches) Drilled
{Feet) | (Inches)
65-506309 250 1,400 515 16 6 1083
55-222149 250 1,400 860 21 6 2013
55-509446 75 500 802 14 12 1985
55-519149 100 2,100 280 18 12 1687
55-603472 75 600 610 12-10 8 1875
55-603473 200 2,150 400 14-16 8 1970
55-603477 ) 40 350 450 12 6 1975
55-221762 40 100 1,406 12 3 2013
55-214821 60 1801 1410 8 3 2008
*Arizona Depariment of Water Resources Identification Number )
OTHER WATER SOURCES
allons
Name or Deacription Capacity (gpm) (in thousands)
BOOSTER PUMPS ‘ FIRE HYDRANTS
Horsepower Quantity Quantity Standard Quantity Other
1.5 1
2 1
7.5 2
15 7
20 2
40 1
50 5
100 4
STORAGE TANKS PRESSURE TANKS
Capacity Quantity Capacity Quantity
35000/36000 1 ea. 70 1
37,500 1 3,000 1
123,000 1 5,000 2
200,000 1 10,000 1
250,000 2
300,000 1
424,000 1
500,000 1
750,000 1
1,000,000 3

page 13 - Mohave




COMPANY NAME | EPCOR WATER

Name of System: Camp Mohave ADEQ Public Water System Number:|  04-08-037

WATER COMPANY PLANT DESCRIPTION

WELLS
ADWRID Pump Pump Yield | Casing] Casing | Meter Size Year
Number* Horsepower {(Gpm) Depth | Diameter| (inches) Drilled
{Feet) | (Inches)
55-569559 20 500 312 8 4 1996

*Arizona Department of Water Resources |dentification Number

OTHER WATER SOURCES
Gallons Purchased or Obtained
Name or Description cmm) (in thousandsz
BOOSTER PUMPS ' FIRE HYDRANTS
Horsepower Quantity ‘Quantity Standard Quantity Other
15 2
40 2
STORAGE TANKS PRESSURE TANKS
Capaclty Quantity ~ Capacity Quantity
250,000 ' 1 ’ 5,000 1

page 13 - Camp Mohave




COMPANY NAME | | EPCOR WATER
Name of Systom: Lake Mohave ADEQ Public Water System Number:| 04-08-062
WATER COMPANY PLANT DESCRIPTION
WELLS
ADWRID Pump Pump Yield { Casing| Casing | Meter Size Year
Number* Horsepower | (Gpm) | Depth | Diameter| (inches) Drilled
(Feet) | (Inches)
55-556101 20 150 505 8 4 1996
55-603417 20 150 500 1 0‘ 4 1973

*Arizona Department of Water Resources Identification Number

OTHER WATER SOURCES
Gallons Purchased or Obtained
‘ Name or Description Capac m (inthousands) |
BOOSTER PUMPS FIRE HYDRANTS
Horsepower Quantity Quantity Standard Quantity Other
5 2
10 1
20 2
25 2
STORAGE TANKS PRESSURE TANKS
Capacity Quantity Capacity Quantity
100,000 1 1,000 1
123,000 1 10,000 1
150,000 1 :

page 13 - Lake Mohave




*Arizona Department of Water Resources Identification Number

COMPANY NAME | ' EPCOR WATER _
Name of Syster: Desert Foothills ADEQ Public Water System Number:|  04-08-137
WATER COMPANY PLANT DESCRIPTION
WELLS
ADWRID Pump Pump Yield | Casing | Casing | Meter Size Year
Number* Horsspower {Gpm) Depth | Diameter| (inches) Drilled
(Feet) | {(Inches)
55-557919 150 800 | 1,073 12 12 1996 |
55-204657 100 210 985 - 17 4 2008 f
|

OTHER WATER SOURCES
~ Gallons Purchased or Obtained |
Name or Description Capacity {gpm) , {in thousands)
BOOSTER PUMPS FIRE HYDRANTS
Horsepower ' Quantity Quantity Standard Quantity Other
10 5
25 1
_ 40 1
STORAGE TANKS PRESSURE TANKS
Capacity _ Quanti Capacity Quantity
500,000 ' 2 3,000 1
5,000 1

page 13 - Desert Foothills




COMPANY NAME | EPCOR WATER
Name of Systom: Arizona Gateway ADEQ Public Water System Number:|  04-08-163
WATER COMPANY PLANT DESCRIPTION
WELLS
ADWR ID Pump Pump Yield | Casing| Casing | Meter Size Year
Number* Horsepower (Gpmy} Depth | Diameter| (inches) Drilled
(Feet) | {Inches)
55-586016 8 35 6895 8 2 2003
55-200219 60 300 775 10 6 2007

*Arizona Department of Water Resources Identification Number

OTHER WATER SOURCES
Gallons Purchased or Obtained
Name or Description Qagacig {gpm) _lin thousands)
| BOOSTER PUMPS FIRE HYDRANTS
Horsepower Quantity Quantity Standard Quantity Other
40 _ 4
STORAGE TANKS PRESSURE TANKS
Capacity Quantity Capacity Quantity
350,000 1 ' 120 3

page 13 - AZ Gateway




COMPANY NAME EPCOR WATER
Name of System: Rio Vista ___ADEQ Public Water System Numbegl 04-08-333

WATER COMPANY PLANT DESCRIPTION

WELLS
ADWR ID Pump Pump Yield | Casing| Casing | Meter Size Year
Number* | Horsepower {Gpm) Depth | Diameter| (inches) Drilled

(Feet) | (Inches)

OTHER WATER SOURCES
Gallons Purchased or Obfained
Name or Description Capagcity (gpm) {in thousands)
Bermuda Water Company ‘ 13,362
BOOSTER PUMPS B FIRE HYDRANTS
Horsepower Quantity Quantity Standard Quantity Other
STORAGE TANKS PRESSURE TANKS
Capacity Quantity Capacity Quantity

page 13 - Rla Vista




COMPANY NAME | _ EPCOR WATER
Name of System: North Mohave ADEQ Public Water System Number:|  04-08-068

WATER COMPANY PLANT DESCRIPTION

WELLS
ADWR ID Pump PumpYileld | Casing | Casing | Meter Size Year
Number* Horsepower (Gpm) Depth | Diameter {inches) Drilled
{Feet) | (Inches)
1| 55-608740 30.0 128 380 8 3 1970
2| 55-608741 30.0 145 440 8 3 1970
3} 55-620581 30.0 125 3401 8 3 1975
- 4) 55-507876 30.0 105 588 12 3 1584
7| 55-805519 60 100 1,030 8 4 1970
8| 55-519603 30 150 300 8 4 1988
9| 55-589061 100 440 675 12 6 2001
10f 55-211751 100 488 656 12 6 2007
OTHER WATER SOURCES
Gallons Purchased or Obtalned in
Name or Description M) thousands)
BOOQSTER PUMPS FIRE HYDRANTS
Horsepower Quantity Quantity Standard Quantity Other
| 25 4
| 50 2
20 2
40 2
STORAGE TANKS PRESSURE TANKS
Capacity Quantity Capacity Quantity
300,000 ' 5 3000 Surge ' 1
500,000 2 ' 250 1




COMPANY NAME

EPCOR WATER

Name of System: Havasu

ADEQ Public Water System Number:|  04-08-015

WATER COMPANY PLANT DESCRIPTION (CONTINUED)

MAINS
Size (in Inches)] Material Length (in feet)
1 Various 235
2 Various 2,830
3 Various 8,615
4 Various 30,019
6 Various 28,713
8 Various 57,581
10 Various 13,065
12 Various 1,039
16 Various 8,087
Undetermined 700
TOTAL = 150,884

CUSTOMER METERS
Size (in inches Quantity -
5/8 X 3/4 1,687
3/4 5
1 14
1172
2 19
3
4 5
6 2
1,732

For the following three items, list the utility owned assets in each category.

TREATMENT EQUIPMENT:

Gas chlorination equipment w/enclosures. fron media Arsenic removal system.

STRUCTURES:

Buildings and enclosures associated with wells and booster stations.

OTHER:

page 14 - Havasu




COMPANY NAME EPCOR WATER
Name of System: Mohave ADEQ Public Water System Number:| 04-08-032
WATER COMPANY PLANT DESCRIPTION (CONTINUED)
MAINS CUSTOMER METERS
Size (In inches)| Material Length (in feet) Size (in inches) | Quantity
2 13,936 5/8 X 3/4 13,749 .
3 ' 73,320 3/4 12 |
4 PVC 213,060 1 340
6 PVC 420,184 1172 v 5
8 PVC 218,323 2 384
10 - {PVC 16,907 3 17
12 PVC ' 89,540 4 4
16 Various 2,998 8 4
18 Various 1,176
24 Various 126
Undetermined 3,184
- TOTAL = 1,052,755_ TOTAL 14,616 |
For the following three Items, list the utility owned assets In each category.
TREATMENT EQUIPMENT:

Gas chlorination equipment w/enclosures

STRUCTURES:

Buildings and enclosures associated with wells and boaster stations, building utilized as an
operations center. Administrative building/office. '

OTHER:

page 14 - Mohave




COMPANY NAME

EPCOR WATER

Name of System: Camp Mohave

ADEQ Public Water System Number:|

04-08-037

WATER COMPANY PLANT DESCRIPTION (CONTINUED)

MAINS
Size (in inches)| Material Length (in feet)

2  |Various
3 Various
4 Various 6,975
5 Various
8 Various 1,665
8 Various 5,185
10 Various 4,429
12 Various
16 Various
18 Various

TOTAL = 18,264

CUSTOMER METERS
Size (in inches) | Quantity
5/8 X 3/4 51
3/4
1 9.
11/2
2 11
3
2
8
TOTAL 71

For the following three items, list the utility owned assets in each category,

TREATMENT EQUIPMENT:

Gas Chlorine, manganese removal plant (ADEGE Package Plant) and associated tanks and structures.

STRUCTURES:

Fencinggnd associated structures.

OTHER:

page 14 - Camp Mohave




COMPANY NAME

EPCOR WATER

Name of System: Lake Mohave

_ADEQ Public Water System Number:]  04-08-062

WATER COMPANY PLANT DESCRIPTION (CONTINUED)

MAINS
Size (in inches)| Material Length (in feet)
2 Various 500
3 Various 163
4 Various 10,395
5 Various .
6 Various 8,600
8 Various 10,977
10 Various
12 Various 2,251
16 Various
18 Various
30,886

TOTAL =

CUSTOMER METERS
Size (in inches) | Quantity
5/8 X 3/4 262
3/4
1 6
112 )
2
3
4
6
TOTAL 268

For the following three items, list the utility owned assets in each category.

TREATMENT EQUIPMENT:

Gas chlorine and assoclated equipment

STRUCTURES:

Fencing and associated structures.

OTHER:

page 14 - Lake Mohave




COMPANY NAME | ' EPCOR WATER

Name of System: Desert Foothills ADEQ Public Water System Number:|  04-08-137
WATER COMPANY PLANT DESCRIPTION (CONTINUED)
MAINS CUSTOMER METERS
Size (in inches)| Material Length (in feet Size (in inches) | Quantity
2 Various -3 5/8 X 3/4 1,051
3 Various ‘ 3/4 1
4 Various ) 1 : 8
5 Various . 11/2 ‘
6 Various 17,914 2 .24
8 Various 71,005 3
10 Various 2,725 4 1
12 Various 14,200 6
16 Various
18 Various
Undetermined 30
TOTAL = 106,967 TOTAL - 1,085

For the following three items, list the utility owned assets in each category.

TREATMENT EQUIPMENT:

Chlorine gas and associared equipment

STRUCTURES:

Fencing and associated structures

OTHER:

page 14 - Desert Foothills




COMPANY NAME 1 EPCOR WATER _
Name of System: Arizona Gateway ADEQ Public Water System Number:] 04-08-163
WATER COMPANY PLANT DESCRIPTION (CONTINUED)
MAINS CUSTOMER METERS
Size (in inches)| Material Length {in feot) Size (in inches) | Quantity
2 518 X 3/4 5
3 3/4
4 1
5 1142
6 Various 502 2 7
8 Various 3,160 3
10 Various 1,478 4
12 Various 2,680 6
16 148
18
Undetermined {Various 5,316
TOTAL = 13,284 TOTAL 12

For the following three items, list the utility owned assets In each category.

TREATMENT EQUIPMENT:

Liguid chlorine and asssociated equipment.

STRUCTURES:

Structures and buildings associated with water treatment and booster systems.

OTHER:

page 14 - AZ Gateway




COMPANY NAME

EPCOR WATER

Name of System: Rio Vista

_ADEQ Public Water System Number:| 04-08-333

WATER COMPANY PLANT DESCRIPTION (CONTINUED)

MAINS
Size (in inches)| Material Length (in feet)
2
3
4
5
6 Various 8,865
8 Various 4,359
10 Various
12 Various 637
16
18
TOTAL = 13,961

CUSTOMER METERS
Size (in inches) | Quantity
5/8 X 3/4 123
34
1 4
11/2
2.
3
4
6
TOTAL 127

For the following three items, list the utility owned assets in each category.

TREATMENT EQUIPMENT:

N/A

STRUCTURES:

N/A

OTHER:
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COMPANY NAME

EPCOR WATER

Name of System: Mohave

__ADEQ Public Water System Number:|  04-08-032

WATER COMPANY PLANT DESCRIPTION (CONTINUED)

MAINS*

Size (in inches) Material Length (in feet)
2 Various 2,346
21/2 Various 400
3 |various 866
4 Various 35,315
6 Various 60,227
8 Various 55,924
12 Various 60,125
Undetermined [Various 104,921
TOTAL = 320,124

CUSTOMER METERS*
Size {in inches) Quantity
5/8X 3/4 1,945
- 3/4
1 . ' 53
112 35
2 68
3
4 1
6
TOTAL 2,102

For the following three items, list the utility owned assets in each category.

TREATMENT EQUIPMENT:

STRUCTURES:

OTHER:




COMPANY NAME EPCORWATER ]
Name of :_Havasu ADEQ Public Water System Number: 04-08-015 |
N ND. 1
A 8 [+ D E F [<]
GALLONS %
NUMBEROF | GALLONS | GALLONS TOTAL AUTHORIZED|{ GALLONS NON-ACCOUNT
CUSTOMERS| PUMPED | PURCHASED | PRODUCTION | UNBILLED SoLD TOTAL NRW WATER
MONTH {Thousands}| {Thousands) | (Thousands) Th ds) | {Thousands)| (Thousands) (Thousands)
j ) =C.D-E =(C-D-E}C
JANUARY 1,687 7,508 17,608 1,02 4,171 312 13.21%)]
FEBRUARY 1,689 .69 15,891 Fid 3,462 488 9.36%
MARCH 689 814 17,814 51 13,277 4022 22.58%)|
APRIL 674 649 17,6848 880 | ] 14,472 297 13.01%
MAY 882 18,90 18,807 618 16,788 502 12.57%|
LJUNE 860 21,576 1,578 776 16,992 ,808 17.65%
WULY 663 20,634 0,634 454 18,826 354 .56%
AUGUST 573 22521 2,521 852 17,255 4414 .80%)
SEPTEMBER_ ,683 20,566 20,686 351 16,687 628 17.56%,
OCTOBER 700 19,500 19,580 806 16,763 2021 10.32
_NOVEMBER J20 17,280 17,288 290 1222 I3 27.81
DECEMBER J29 16,740 16,740 735 15,251 54 4.50%
TJOTALS > 227,585 Q 227,566 8,074 186,158 33,383 14.86%
What is the level of arsenic for each welt on your system. mgh
(i more then one watl, please list sach separately)
If system has fire hydrants, what is the fire flow requi ? GPM for s
If sysiem has chiorination does this 1 t system chlorinate continuously?
{ }Yes

18 the Water Utility locatad in an ADWR Active Management Araa (AMA)?

{ )Yes

Doas the Company have An ADWR Gallons Per Capita Per Day (GPCPD) requirement?

{ )Yes

If yes, provide the GPCPD smount; NA
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COMPANY NAME EPCOR WATER
ma of Bystem: Ve ] Publie stom Number: 04-08-032
WA LEND.
A B C D | E F G
. GALLONB I %
NUMBER OF GALLONS GALLONS TOTAL AUTHORIZED] GALLONS NON-ACCOUNT
CUSTOMERS PUMPED PURCHASED | PRODUCTION | UNBILLEDR 80LD TOYAL NRW WATER
MONTH (Thousands) gT_hounndo[ {Thousands) {Thousands} | (Thousands) Thousands) {Thousans)
=CD-E _=C.D-E)}fC
JANUARY 4,331 38,308 136,308 4,948 108,179 23877 17.51%
FEBRUARY 14,358 22,475 122,475 3,085 108,014 10,496 8.67%
MARCH 4,383 40,890 140,990 4,308 33,057 3625 2.57%
14,389 43,680 43,689 4,487 11,028 28,176 19.61%
14,383 155,968 55,068 5,339 125,644 25,088 16.08%
4,372 68,048 168,048 5,485 144,938 17,817 10.48%
4,356 69,733 168,733 3,770 45,077 9,866 .88%
4,338 68,687 158,587 2,039 42,796 3762 .37%{ .
4,371 48,088 148,088 0,521 28,944 9,523 .38%)
4,387 46,200 148,200 15,828 1184 11,861 L 17%
4,384 108,768 108,765 11,740 124,169 (27,143) -24.96%]
4,978 131,877 131,877 8,399 100,580 22,888 17.38%
TOTALS > 1,731,717 1] 1,731,717 100,238 1,491,642 139,838 8.08%
What is the level of arsanic for aach well on your system. _mgh

(¥ more then one wek, pleasa [ist each separaialy)

if system has fire hydrants, what s tha fire fiow requirament? 1,000,

if system has chiorination t system c)

{X )Yes

does thie treat

continuously?

is the Waler Utility located in an ADWR Actlve Management Arsa (AMA)?

{ )Yes

Does the Company have An ADWR Gallons Per Canite Per Day (GPCPD) requirement?
X)Na

()Yes

¥ yes, provide the GPCPD amount:. NIA

page 18-

GeMfor_20____trs

Mohave




%001 Jo vegonpaid aroqe eey d 0 Qguenb SIRQWNY angalaN
%808 | %9€L) 1(%96%2) | %/1l'8 | %69 | %I€Z |%88S [%erOL [%608L | %LOBL | %i5¢ | %G8 | %92 | IMGF-0-D= abejuasiad]
9eg'6EL | a8R'zZ  |(evL'22) | 1698’1l | £25'6 986'6 £19'21 ] 880'6G2 | 92182 L8'€2 3-0-0=
S i I i Eer R A nnatmmes il e e

R A R G AR
18 [cagl 601 avl 091
0 0 0

960 |OpZZ | 1560 | @vBL  |sove

~SNOWUENEOSIN|
sjesay|
YdO
NAIDG A4
TEmsnpu|

IBRZigai R e et ORI T R RR QIR R 2] NSUGH/PeNIGUIT a0 0
SUIB Jamag bulysniy
oUBURUIB WRIPAY 814
Buysay ia1aW piai4
SI0jeuLIOIY)) B SI3ZAIBLY BUIUO
syUe| obeio)g bujeiq
buueal) 19eas
wSjiepuUBA

abesf} aJ14 payuspy
SUleW Bugsn)4

3jsep padwnd (BM
PiS1 - S|EOjWB]) BUXIN|

jpac]
§

(=2 {=di{=1{=}I=]]"]

00001010100

(=][=d[=]Ld{=][=]{e][o]{a] a] =] ]

olo|olniolajo
M
«

i

HARE S i

T T FECETS

R RApCE o

Siv'zzy
rrrany ° T

L

WswEsI Joem] |

BeHE BSHAS,

_NVW- [ 834

oy . Iar .
“{jeBy}1918m 36 Kmueno .

$102 - Jajep 104 pajunodoeun
(ze0-80) Ay pesunng - 1011810 J3JEM SABLOW - UDISIAIQ UIaISeS
J8jep NODdI




COMPANY NAME EPCOR WATER

Name of System: Camp Mohave ADEQ Public Water System Number: 04-08-037
E D H NTH DAR 4
A B i c 7] E F []
GALLONS %
NUMBER OF GALLONS GALLONS TOTAL AUTHORIZED| OALLONS NON-ACCQUNT
CUSTOMERS PUMPED PURCHABED | PRODUCYION | UNBULLED SOLD TOTAL NRW WATER
MONTH (Thoussniis) (Thousands) {Thousands} | {Thousands) | (Thousends)| (Thousands) {Thousands)
=C-D-E ={C-D-E}C
JANUARY ] 1486 1,4 0 1388 88 592%
FEBRUARY 70 221 _1.221 35 1327 {141},
MARCH 72 1 1452 1 1,150
APRIL ) 72 337 1,337 0 _ 3284
IMAY ] 74 593 1,603 0 1,485
ISUNE 76 1,833 1,833 0 1,785
JULY 74 1,731 il 0 1,787
AUGUST 74 1726 2 28 ['] 1,805
SEPTEMBER 72 1802 ,602 45 1640
DCTOBER 12 1273 1273 1,388 53 =7 4B8%]
NOVEMBER 72 1019 1,018 1216 (197) -19.33%
DECEMBER 72 1,187 1,197 994 203 16.96%
TOTALS > 17,170 2 17,172 8 17,218 (127) 0.74%
What is the jevel of arsenic for sach wall on your system, mgA

(f more than cna well, please Ist each separately)

i system has fire hydrants, what is the fire flow requirement? 1,000 GPMfor 20, hrs

¥ system has r d does this treat system chiorinate conlinuously?
{X }Yes { INo

Is the Water Utiily jocated In an ADWR Active Management Area (AMA)?
{ YYes (X }No

Daes the Company have An ADWR Gafions Per Capita Per Day {GPCPD) requirement?
( }Yes (X)No

H yes, provide the GPCPD amaunt;, NA

prge 18 - Camp Mohave
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COMPANY NAME EPCOR WATER
Name of Sysiem: Lake Moha m Numbsr: 04-03-062
W, [+] AR Y 2014
A a8 c D E [ [
’ GALLONS %
NUMBER OF GALI.ONS GALLONS TOTAL AUTHORIZED | GALLONS NON-ACCOUNT
CUSTOMERS PUMPED PURCHASED | PRODUCTION | UNBILLED SOLD TOTAL NRW WATER
MONTH {Thousarxis) (Thousands) [Thousands) | {Thousands} | (Thousands) ousands Thousands
j =CD-E __=(C-D-E}C
JANUARY 288 1,722 1,722 '] 1,440 28, 18.38%
FEBRUARY 269 1618 1815 1] 1438 177 + 10.86%
|MARCH 269 1,062 1,952 20 1334 508 30.64%
APRIL 270 1,998 1,898 1] 2214 (215 ~-10.76%
MAY 260 2,352 2,362 [] 830 722 30.70%
UNE 280 273 450 3,181 693 ,B40 648 20.37%}
JULY 268 1348 1,121 2,489 800 1,874 &) -0.20%
JAUGUST 268 1,182 1,414 2,596 20 2,446 13¢ 5.01
SEPTEMBER 2638 3,087 1,412 2,469 0 2,108 23 11.06%}
GCTOBER 287 1,170 1000 2,260 [1] 1810 459 20.23%
NOVEMBER 268 837 1,088 2,038 84 2013 {7), -3.49%)|
DECEMBER 268 885 1,009 1,004 [\ 1,478 518 25.98%
TOTALS < 18,080 7.684 20,684 1427 21,711 3,516 13.19%;

What Is the level of arsenic for each well an your system., mgh

{if more than one well, pisase list #ach saparately)

\f system has fire hydrants, whal ia the fire flow requiremnent? 1,000, GPMfar _2.0 hvs

nt y?

If system has ch 1

{X)Yes { )No

ni, does this

it system chiori

i

la ths Water Ulikty located in an ADWR Aclive Managemant Area (AMA)?

{ )Yes (X)No

Does the Campany have An ADWR Gelons Per Capita Par Day (GPCPD) requirement?

( )Yss (X)Ne

i yes, provide tha GPCPD amount:____ NIA

page 15 - Lake Mohave
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ICOM PANY NAME EPCORWATER
Sysiem: Dssart Foothllls Q Pyblic siem Number: 04-08-137

WATER USE DATA SHEET BY MONTH FOR CALENDAR YEAR 2014

A B [ D | E F G
GALLONS I %
NUMBER OF GALLONS GALLONS TOTAL AUTHORIZED] GALLONS NON-ACCOUNT
CUSTOMERS PUMPED PURCHASED | PRODUCTION | UNBILLER SOLD TOTAL NRW WATER
MONTH (Thousands) {Thousands) (Thoussnds) | (Thousands) | (Thousands)| (Thousands) [Thousands)
: *C.-D-E ={C-D-E}/C

JANUARY 1,084 17,308 17,305 2 16,047 2,256 13.04%
FEBRUARY 1,074 15,191 16,191 223 16,461 {1,493) -0.83%
MARCH 1,077 13,562 13,562 27 3,883 (128) -0.84%

APRIL 082 . 18178 i 18,778 42 7,414 722 3.97T%

[maY 1,080 20412 - 20412 7T 17,308 2976 14.56%

1,083 21822 21,832 7 20,168 1,638 - 7.51%

1,083 23818 23,815 123 21,594 2,088 8.81%

o8 23082 : 73,08, 0 20,484 2561 11.34%

,083° 21,176 176 156 20685 33! 58%

1,082 21371 1,371 20 18,853 2,408 11.69%
1,083 17,788 17,788 33 17,861 (206)| -HB%I

1,085 14,601 | . j 14,691 0} 14220 71 2.54%
TOTALS -> 228,303 [} 228,303 613 213,944 13,888 | $.m[
What is tha level of arsenic for each well on your system, mgh

(¥ more than one well, pleasa st each separstety)
if system has fire hydrants, what is the fire flow requirement? 1,000, GPM for _2.0, hre

if system has chiorination 1, does (s tragtment system chiorinate continuously?
(X }Yes { )No

is the Water Utllity located in an ADWR Active Managament Area (AMA)?
()Yes {X)No

Does the Company have An ADWR Gallons Per Capita Per Day (GPCPD) requirement?
{ )Yes (X)No

¥ yes, provide tha GPCPD amourt;, NIA

page 15 - Desert Foothils
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{COMPANY NAME EPCOR WATER

Name of System: Arizona Gatew. ubljc Waler System Bumber: 2163
WATER Y ALENDAR Y! 4
A a8 [4] 7] E F G
GALLONS %
NUMBER OF GALLONS GALLONS YOTAL AUTHORIZED| GALLONS NON-ACCOUNT
CUSTOMERS PUMPED PURCHASED | PRODUCTION | UNBILLED SOLD TOTAL NRW WATER
MONTH UL nds) {Thoussnda) (Thousands) | (Thousands) | (Thousands)| (Thoussnds) (Thousands)
=C.D-E =C-D-E}iC
JANUARY 8 ) j 444 '] 359 85 19.13%)
FEBRUARY 8 441 449 0 338 102 23.10%
8 834 531 ] 491 40 7.52%’
572 572 0 699
389 589 531
818 818 678
687 687 745
837 837 648
8 857 ] 857 772
9 888 880 707
10 1,020 1,020 858
11 810 810 [ B11
TOTALS -> 8,493 0 8,483 ¢ 7.73%
What is the level of arsenic for sachwelionyowrsystem. _____ mgi

(i more than one well, pieass kst each saparalely)

If system has fire hydrants, what is the fire flow requizement? 1,000, GPMfor _2.0 frs

If syatem has chiorination does this it system chiorinate continuousiy?
(X )Yes { )No

Is the Water Ulility located In an ADWR Aclive Managemsnt Area (AMA)?
( ) Yes (X)No

Does the Company have An ADWR Gelons Per Capita Per Day (GPCFPD) requirement?
( )Yes (X} No

if yos, provide the GPCPD amourt: NIA

page 15 - AZ Gateway
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[COMPANY NAME EPCOR WATER
i Fio Viste ADEQ Publ| Nugbar: 08333

SE D AR 2014
A 8 [ D E F
GALLONS
NUMBER OF GALLONS GALLONS TOTAL AUTHORIZED| GALLONS
CUSTOMERS PUMPED PURCHASED | PRODUCTION | UNBILLED SOLD TOTAL NRW
MONTH Thousands) ) {Thousands) | (Thousands} ] (Thousands}| (Thousands)
=C-0-E
JANUARY 25 980 980 9
B Y 125 852 852 852 )]
MARCH 1 830 0
APRIL 088 088 088 9
25 L 31,428 k} 0
UNE 400 400 0
JULY 24 420 420 2
23 S 1,510 5 a
MBE! 12 008 1
OCTOBER 125 €83 885
El 126 1158 1,158 t
DECEMBER 128 824 4 824
TOTALS > L] 13,382 13,362 [ 13,382 0}
Wral is the leval of arsenic for aach well on your aystem. wgh

{if more than one well, please list sach saparately)

¥ systom has fire hydrants, what is the fire fiow requirsmant?
One and two-tamily dwellings<: 3,600 aq. ft.:

All other deveiapment:

1,500 gpm for 2 hours

One and twa-family dwal(ings> 3,600 9q. ft. In accordanca with the 1807 UFC
3,000 gpm for 3 hours (minimum)
v does this system chiork inuously?

it systam hag chiarinatl

{X )Yes

()N

Is the Water Ulility located in 8n ADWR Active Managemant Area (AMA)?

{ YYor

{X)INo

Dooe the Company have An ADWR Gallons Per Capita Per Day (GPCPD) requirement?

{ )Yes

{X)Na

#f yes, provide the GFCPO amount: NA

pags 15+ Ria Vit




EPCOR Waler
Easlor Division - Mahove Water District - Rio Vista Ranches (08-333)
Unsccounted For Water - 2014

R e Y R TR B R R T R R T TR B R P e A U T T SRR T B R OB B P U BT R 7

In-Plant e
Mbdng Chemicals - Fisld
Wall Pumped Waste
Fu inG
Keniified Fire ®
Vanda
{ Cleank
Draking Steruge Tenks
Online Analyzers & Chlorinatofs
Fl oter Teatin

Fira t Maintenance
Sewsr Mains
gt F115 1 REEERIE ] foa it ll’-*”!v..;s"" U RATh M B FERRE M ERE
i d e R e puAr s tes L BT R AT B G R R e R B
idant 1088] 1136]  1400] 14207 150) 1088
Commercial —_—
Indusidal
Fire Sarvice
OPA
Resale

F o 2 T T TR R T

 [soia gs E e gam] H HEE REL A CEERN. bt 11 L2 i a1 L8 sl

IR B REE
[] [1] 0 ] [(] 1]
0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%

{F N AG TR We T BT ey
Gadlans
Percenta;

Nogallve rumbars Indcate quartiy of percentuge sbove procuction or 100%




COMPANY NAME EPCOR WATER
Name of System: North Mohave v ADEQ Public Water System Number:

WATER USE DATA SHEET BY MONTH FOR CALENDAR YEAR 201

A B
NUMBER OF GALLONS GALLONS
CUSTOMERS PUMPED PURCHASED
MONTH ) (Thousands) (Thousands)
JANUARY 1,982 26,769
FEBRUARY ‘ 1,083 © 18,119
MARCH . 1,988 21,805
APRIL 1,085 22,833
MAY 1,987 26,701
JUNE 1,986 28,229
JULY 1,883 31,537
AUGUST 1,987 30,095
SEPTEMBER 1,890 27,662
OCTOBER ' 1,000 26,914
NOVEMBER 2,001 23,540
DECEMBER 2,000 23,348
TOTALS -> 0
What is the level of arsenic for each well on your system. mg/!

{If more than one well, please list each separately)

If system has fire hydrants, what Is the fire flow requirement?

If system has chlorination treatment, does this treatment system chlorinate continuously?
{ )Yes { )No

Is the Water Utility located in an ADWR Active Management Area (AMA)?
{ )Yes { )No

Does the Company have An ADWR Gallans Per Capita Per Day (GPCPD} requirement?
{ )Yes { ) No

If yes, provide the GPCPD amount:




04-08-068
4
c D E F G
GALLONS %
TOTAL AUTHORIZED| GALLONS NON-ACCOUNT
PRODUCTION | UNBILLED SOLD TOTAL NRW WATER
(Thousands) | (Thousands) | (Thousands)| (Thousands) {Thousands)
' ={C-D-E)/C

26,769 181 15,471 11,117 41,53%

18,119 203 22,102 (4,186) -23,10%

21,805 193 17,875 3,737 17.14%

22,833 102 17,784 4,937 21.62%

26,701 818 24,134 1,749 6.55%

28,229 646 25,089 2,484 8.80%

31,537 802 27410 | 3,325 10.54%

30,095 1,874 24,610 3,611 12.00%

27 662 2,741 25,185 {264) -0.95%

26,914 1,301 22,905 2,708 10.06%

23,540 1,876 22,763 (899) -3.82%

23,348 315 19,918 3,115 13.34%

307,552 10,852 265,266 31,434 10.22%




EPCOR Water
Eastern Division - Mchave Water District
Operational Activity -

. Descriptio
hl 1 sa B )
Water Treatment 26,769

MAR

P

FEELT RIS LI

8149 21,805

2é 833 ] 26.701

Wells

In-Plant Usage

B

2 120 :2" .ﬁ% &1‘? 4

I u
TP it
EEniaE T e e 2.l

Mixing Chemicals - Field

Well Pumped Waste

Flushing Mains 181

203 193 102 818

Identified Fire Usage

Vandalism

Street Cleaning

Draining Storage Tanks

Online Analyzers & Chiorinators

Field Meter Testing
Fire Hydrant Maintenance

Flushing Sewer Mains
taliAtthdrized HriBilled/Gonsumptio

GallonE Sl Ty e e
Residential 14,092 16,262 14 604 15,856 20,766
Commercial 1,379 | 5,840 3,271 1,038 3,368
Industrial
Fire Service
OPA
Resale
Miscellaneous

taRSals bt 1 i S RoE 7 Ties B R T R T RS
F:INoREACCRuNt W 2 e 533 i ;

QGallons =C-D-E 11,117 {4,186) 3,737 4,937 1,749

Percentage =(C-D-E)/IC 41.53% | (23.10% 17.14% | 21.62% 6.55%

Negative numbers indicate quantity or percentage above production or 100%




- North Mohave (08-068)
2014

S Quanti y ofWater K"'I) R

l = e T 3 T R
] ;m‘;nﬁﬁ"vméﬁ-“ﬂaﬂéb#&L"!"“Rgmqg'?'mm-k%r SEdnmRenm e b O SRcEadtany;

- 31637 | 30085]| 27662| 26814 23,540

e e R A A Y P S R e T P R BN S T
e L e i e e R e L

646 802 1,874 2,741 1,301} 1678 315 10,852

20,460 219,973
3,313 . 37,599

450 1,121 1,414 1,412 1,099 1,098 1,089 7,684

24610 5" 2501850152 2,905: e 222763 i 1800,

2484 ] 3325] 3611 (264)] 2708 899)]  3,115] 31434
3.00% | 10.54% | 12.00% | (0.95%) 10.06% | (3.82%)] 13.34% | 10.22%




COMPANY NAME: EPCOR Water

Name of System: Havasu ADEQ Public Water System Number: 04-08-015
. UTILITY SHUTOEFS / DISCONNECTS
MONTH Termination without Notice Termination with Notice ’ OTHER
R14-2-410.8 R14-2-410.C
JANUARY 2
FEBRUARY ’ 1
|vARCH 4
APRIL 4
MAY 3
JUNE 5
JULY 4
AUGUST ) 16
§SEPTEMBER ) 3
OCTOBER 6
NOVEMBER
DECEMBER ’ 9
TOTALS > 67
OTHER (description):

page 18 - Havasu




COMPANY NAME: ' EPCOR Water
Name of System: Mohave ADEQ Publfc Water System Number; 04-08-032
UTILITY SHUTOFFS / DISCONNECTS
MONTH Termination without Notice Termination with Notice OTHER
R14-2-410.B R14-2-410.C
JANUARY 163
JFEBRUARY 25
MARCH 58
APRIL 89
IMAY ' ' 60
IUNE 53
JULY ) 148
AUGUST 37
ISEFTEMBER 52
OCTOBER 80
NOVEMBER ’ a0
DECEMBER ) 50
TOTALS - 855
OTHER (description):

page 18 - Mohave




|COMPANY NAME: EPCOR Water
[Name of System:  Camp Mohave ADEQ Public Water System Number: 04-08-037

UTILITY SHUTOFFS / DISCONNECTS

MONTH Termination without Notice Termination with Notice OTHER
R14-2-410.B R14-2-410.C
[JANUARY ’ 0

[FeRUARY
MARCH
APRIL

MAY

JUNE

JULY
AUGUST
SEPTEMBER
OCTOBER
NDOVEMBER
IDECEM BER

~l ol ojojwjo] ol e]olo

TOTALS >

OTHER (description):

page 16 - Camp Mohave




JCOMPANY NAME: EPCOR Water
[Name of System:  Lake Mohave ADEQ Public Water System Number: 04-08-062

uti SHUTOFEFS / DISCONNECT.

MONTH Termination without Notice Termination with Notice OTHER
R14-2-410.B R14-2-410.C
JANUARY 1
FEBRUARY
IMARCH
APRIL
MAY
JUNE
LY
AUGUST
SEPTEMBER
ocroser
NOVEMBER
|oecEmaEr

wjolo|r|lolkrlrwljololw]olo

TOTALS -2

OTHER {description):

page 16 - Lake Mohave




[comPANY NAME: EPCOR Water
|name of system: ___ Desert Foothills ADEQ Public Water System Number: 04-08-137
UTILITY SHUTOFFS / DISCONNECTS
MONTH Termination without Notice Termination with Notice OTHER
R14-2-410.8 R14-2-410.C

JANUARY 2

FEBRUARY 4

MARCH 1

APRIL 4

MAY

JUNE 3

huty 3

AUGUST 4

SEFTEMBER 1

OCTOBER 2

NOVEMBER 2

DECEMBER 3
TOTALS » 29

OTHER {description):

page 16 - Desert Foothills




|COMPANY NAME: ' EPCOR Water
[Name of System: Arizona Gateway ADEQ Public Water System Number: 04-08-163

UTILITY SHUTOFFS / DISCONNECTS

MONTH Termination without Notice Termination with Notice OTHER
R14-2-410.B R14-2-410.C

JANUARY
FEBRUARY
MARCH
APRIL
IMAY

JUNE

SULY
AUGUST
SEPTEMBER
OCTOBER
NOVEMBER
IDECEMBER

TQTALS 2 0

OTHER (description):

page 16 - AZ Gateway




JCOMPANY NAME: ‘ EPCOR Water
IName of System:  Rio Vista ADEQ Public Water System Number: 04-08-333

UTILITY SHUTOF ISCONNECTS

MONTH Termination without Notice Termination with Notice OTHER
R14-2-410.8 R14-2-410.C
JANUARY 0

FEBRUARY
|maRcH
APRIL

MAY

HUNE

HULY
AUGUST
SEPTEMBER
OCTOBER
NOVEMBER
DECEMBER

ojolr]r]|ofivjojunjolo

TOTALS =

-
w

OTHER (description):

page 16 - Rio Vista




| COMPANY NAME:
‘ Name of System: North Mohave ADEQ Publi

| UTILITY SHUTOFF

MONTH Termination without Notice
R14-2-410.8

JANUARY
FEBRUARY
MARCH
APRIL

MAY

JUNE

JULY
AUGUST
SEPTEMBER
OCTOBER
NOVEMBER
DECEMBER

TOTALS

OTHER (description):




EPCOR Water

ic Water System Number: 04-08-068

‘S / DISCONNECTS

Termination with Notice

R14-2-410.C

OTHER

NININ]AlwINIWIN| =

w
(-]




COMPANY NAME EPCOR WATER
Name of System: Mohave Wishing Well Wastewater Inventory Number (if applicable): 38-158

WASTEWATER COMPANY PLANT DESCRIPTION

TREATMENT FACILITY

TYPE OF TREATMENT ‘
{Extended Aserations, Step Aerations, Extended aeration, trickling filter
Oxidation Ditch, Aerobic Lagoon, Anaerabic
Lagoon, Trickling Filter, Septic Tank,

Wetland, Efc.)
DESIGN CAPACITY OF PLANT
galions Per Day 500,000 (Wishing Well Treatment Plant)
LIFT STATION FACILITIES
Quantity | Horsepower | Capacity Per Wet Well
Location of Pumps Per Pump Pump (GPM) Capacity(gals)
Mountain View Drive 2 7.5 114 2,100
Lago Cove 2 3 17 1,000
Greens @ Los Lagos 2 15 326 4,650
FORCE MAINS
Size Material Length (in feet)
4" » . 5418
8" 8,157
MANHOLES CLEANOUTS
Type Quantity Quantity

Standard 538 27

page 17 - Mohave - Wishing Well




COMPANY NAME EPCOR WATER
Name of System: Mohave Arizona Gateway Wastewater Inventory Number (if applicable):

WASTEWATER COMPANY PLANT DESCRIPTION
TREATMENT FACILITY

[ TYPEOF TREATMENT
(Extended Aerations, Step Aerations, Extended Areation, San-Tec plant
OxIdation Ditch, Aerobic Lagoon, Anaerobic
Lagoon, Trickling Filter, Septic Tank,
Wetland, Etc.)

DESIGN CAPACITY OF PLANT
gallons Per Day 112,000 (Arizona Gateway Treatment Plant)
LIFT STATION FACILITIES

Quantity Horsepowser | Capacity Per Wet Well
Locatlon of Pumps Per Pump Pump (GPM) Capaci&y(gals)
Effluent Lift pump 1 1.4 70

FORCE MAINS

Size Material Le ngth (in feet)
MANHOLES CLEANOUTS

Type Quantity Qdantity
Standard 8
Drop

page 17 - Mohave - AZ Gateway




COMPANY NAME | EPCOR WATER |
Name of System: Mohave Wishing Well Wastewater inventory Number (if appllcable):[ 38-158
WASTEWATER COMPANY PLANT DESCRIPTION (CONTINUED)
COLLECTION MAINS SERVICES
Size (in inches) | Material Length (in feet) Size (in inches) | Material { Quantity

4 n/a ‘ 4 nfa

6 PVC 6,458 & n/a

8 PVC 119,803 8 n/a

10 PVC ‘ 1,712 12 n/a

12 PVC 15 n/a

15 nfa 8,075 ' '

18 n/a

21 nia

24 n/a

TOTAL = 134,148 TOTAL = 0
For the following three items, list the utllity owned assets in each category. N
SOLIDS PROCESSING AND HANDLING Sludge press
FACILITIES
DISINFECTION EQUIPMENT
{Chlorinator, Ultra-Violet, Etc.) Chlorinator
FILTRATION EQUIPMENT
(Rapid Sand, Slow Sand, Activated Carbon, Etc.) |Slow sand
STRUCTURES
(Buildings, Fences Etc) 600" chain link fence, building with lab, chlorine
building :
OTHER
Laboratory Equipment, Tools, Vehicles, Standby
Power Generators, etc. 150 KW Cat gen-set, misceltaneous lab equipment,
influent meter, effluent meter. Effluent pump.
page 18 - Mohavae - Wishing Weli




COMPANY NAME | EPCOR WATER
Name of System: Mohave Arizona Gateway Wastewater inventory Numbaer (if appllcable):l
WASTEWATER COMPANY PLANT DESCRIPTION (CONTINUED)
COLLECTION MAINS SERVICES
Size (in inches) | Material | Length (In feet) Size {in inches) | Material | Quantity
4 nfa 4 n/a
6 PVC 6 PVC
8 PVC 2,019 8 n/a
8 D.\. 12 n/a
12 PVC 15 nia
16 n/a 150
18 n/a
21 n/a
24 n/a
TOTAL = 2,169 TOTAL =

For the following three items, list the utility owned assets in each category.

SOLIDS PROCESSING AND HANDLING
FACILITIES

N/A

DISINFECTION EQUIPMENT
(Chlorinator, Ultra-Violet, Etc.)

Chlcrinator/de-chicrinator

FILTRATION EQUIPMENT
(Rapid Sand, Slow Sand, Activated Carbon, Etc.)

None

STRUCTURES
(Buildings, Fences Etc)

Blower building/chain link fencing

OTHER
Laboratory Equipment, Tools, Vehicles, Standby

Power Generators, etc.

Stand by generator

page 18 - Mohave - AZ Gateway




COMPANY NAME EPCOR WATER

Name of System; Mohave Wishing Well

WASTEWATER FLOWS

Wastewater Inventory Number (if applicable): 38-158

NUMBER OF TOTAL MONTHLY SEWAGE FLOW ON
MONTH/YEAR SERVICES SEWAGE FLOW {MG) PEAK DAY (MG)
JANUARY 1,441 7.270 0,354
FEBRUARY 1,448 7.577 0.337
MARCH 1,493 7.659 0.292
APRIL 1,497 6.785 0.289
MAY 1,482 6.378 0.370
JUNE 1,486 5.694 0.229
JULY 1,492 5.986 - 0.222
AUGUST 1,486 5.501 0.236
SEPTEMBER 1,487 5.252 0.203
OCTOBER 1,497 5.684 | 0.207
NOVEMBER 1,516 §.146 0.234
DECEMBER 1,515 5,381 0.277
TOTALS > 76.323
PROVIDE THE FOLLOWING INFORMATION AS APPLICABLE

Method of Effluent Disposal .
(leach field, surface water discharge, reuse, injection wells, groundwater Re-use
recharge, evaporation ponds, etc.)
Wastewater Inventory Number Place ID # 1784
(all wastewater systems are assigned an inventory number) LTF # 43063
Groundwater Permit Numbers N/A
ADEQ Aquifer Protection Permit Number P-102181
ADEQ Reuse Permit Number N/A
EPA NPDES Permit Number N/A

page 19 - Mohave - Wishing Well




VERIFICATION
AND
SWORN STATEMENT
Jaxes
VERIFICATION
STATE OF ARIZONA COUNTY OF(COUNTY NAME)
Maricopa
{NAME (OWNER OR OFFICIAL) TITLE
1, THE UNDERSIGNED Gregory Barber, Controlier
COMPANY NAME
OF THE EPCOR Water Arizona Inc.

|ﬁ_oum DAY YEAR ]
12 31 2014

FOR THE YEAR ENDING

HAS BEEN PREPARED UNDER MY DIRECTION, FROM THE ORIGINAL BOOKS,
PAPERS AND RECQRDS OF SAID UTILITY; THAT | HAVE CAREFULLY EXAMINED

THE SAME, AND DECLARE THE SAME TO BE A COMPLETE AND CORRECT
STATEMENT OF BUSINESS AND AFFAIRS OF SAID UTILITY FOR THE PERIOD
COVERED BY THIS REPORT IN RESPECT TO EACH AND EVERY MATTER AND THING
SET FORTH, TO THE BEST OF MY KNOWLEDGE, INFORMATION AND BELIEF.

SWORN STATEMENT B

t HEREBY ATTEST THAT ALL PROPERTY TAXES FOR SAID COMPANY ARE CORRECT AND
PAIDIN FULL,

| HEREBY ATTEST THAT ALL SALES TAXES FOR SAID COMPANY ARE CORRECT AND
PAID IN FULL.

SIGNATURE OF OWNER OR OFFICAL

823 - 445 - 2414

TELEPHONE NUMBER
SUBSCRIBED AND SWORN TQ BEFORE ME

A NOTARY PUBLIC IN AND FOR THE COUNTY OF COUNTY NAME
MONTH 2014

THIS — 1 DAY OF

{SEAL) . s
SIGNATURE OF NOTARY PUBLIC
MY COMMISSION EXPIRES
Page 22




COMPANY NAME EPCOR Water Arjzona Inc. YEAR ENDING 12/31/2014
INCOME TAXES

For this reporting period, provide the following:

Federal Taxable Income Reported 7,216,236.00
Estimated or Actual Federal Tax Liability {2,525,683.00)
State Taxable income Reported 7,218,236.00
Estimated or Actual State Tax Liability (283,237.26)

Amount of Grossed-Up Contributions/Advances:

Amount of Contributions/Advances
Amount of Gross-Up Tax Collectad -
Total Grossed-Up Contributions/Advances

Decision No. 55774 states , in part, that the utility will refund any excess gross-up funds collected at the close of
the tax year when tax returns are completed. Pursuant to this Decision, if gross-up tax refunds are due to any
Payer or if any gross-up tax refunds have already been made, attach the following information by Payername
and amount of contribution/advance, the amount of gross-up tax collected, the amount of refund due to each
Payer, and the date the Utility expects to make or has made the refund to the Payer.

CERTIFICATION

The undersigned hereby certifies that the Utility has refunded to Payers all gross-up tax refunds reported in the
prior year's annual report. This certification is to be signed by the President or Chief Executive Officer, if a
corporation; the managing general partner, if a partnership; the managing member if g limited lability

company or the sole proprietor, if a sole proprietorship.

SIGNATURE DATE
PRINTED NAME TITLE
Page 23




VERIFICATION
AND
SWORN STATEMENT (SEWER)
Intr. On
VERIFICATION
STATE OF _ARIZONA COUNTY OF(COUNTY NAME)
Marico|
NAME (OWNER OR OFFICIAL) |TITLE
I, THE UNDERSIGNED Gregory Barber Controller
COMPANY NAME
OF THE EPCOR Water Arizona inc.
Do S TTHIS _ COMMISS!
MONTH DAY YEAR
FOR THE YEAR ENDING 12 31 2014

HAS BEEN PREPARED UNDER MY DIRECTION, FROM THE ORIGINAL BOOKS,
PAPERS AND REGCORDS OF SAID UTILITY; THAT | HAVE CAREFULLY EXAMINED
THE SAME, AND DECLARE THE SAME TO BE A COMPLETE AND CORRECT
STATEMENT OF BUSINESS AND AFFAIRS OF SAID UTILITY FOR THE PERIOD
COVERED BY THIS REPORT IN RESPECT TO EACH AND EVERY MATTER AND THING .
SET FORTH, TQ THE BEST OF MY KNOWLEDGE, INFORMATION AND BELIEF .

SWORN STATEMENT

JN ACCORDANCE WITH THE REQUIREMENTS OF TITLE 40, ARTICLE 8, SECTION 40-401
ARIZONA REVISED STATUTES, IT IS HEREIN REPORTED THAT THE GROSS

OPERATING REVENUE OF SAID UTILITY DERIVED FROM ARIZONA INTRASTATE UTILITY OPERATIONS
D! ALENDAR 1 2

Arizona InfraState Gross Operating Revenues Only {$)

$ 30,104,968

(THE AMOUNT IN BOX ABOVE
INCLUDES $ 85,260
IN SALES TAXES BILLED, OR COLLECTED

"REVENUE REPORTED ON THIS PAGE MUST
INCLUDE SALES TAX BILLED OR COLLECTED.
WIF FOR ANY OTHER REASON, THE REVENUE
REPORTED ABOVE DOES NOT AGREE WITH TOTAL
QPERATING REVENUES ELSEWHERE REPORTED,
ATTACH THOSE STATEMENTS THAT RECONCILE
DIFFERENCE. (EXPLAIN IN DETAIL) SIGNATURE OF OWNER OR OFFICIAL :
623 - 445 - 2414

TELEPHONE NUMBER . -

SUBSCRIBED AND SWORN TO BEFORE ME : <

A NOTARY PUBLIC IN AND FOR THE COUNTY OF

COUNTY NAME
THIS | 1 DAY OF MONTH ]2014 T
(SEAL)
SIGNATURE OF NOTARY PUBLIC
MY COMMISSION EXPIRES.

Page 24




VERIFICATION
AND
SWORN STATEMENT
ENTIAL E R

Intragtate Rayenues Quiy
VERIFICATION

STATE OF __ARIZONA COUNTY OF(COUNTY NAME)

Maricopa

NAME (OWNER OR OFFICIAL} |TITLE

|, THE UNDERSIGNED Gregory Barber Contrailer

COMPANY NAME
OF THE {EPCOR Watsr Asizona Inc.

MONTH DAY I
FOR THE YEAR ENDING 12 31 2014

HAS BEEN PREPARED UNDER MY DIRECTION, FROM THE ORIGINAL BOCKS,
PAPERS AND RECORDS OF SAID UTILITY; THAT | HAVE CAREFULLY EXAMINED

THE SAME, AND DECLARE THE SAME TO BE A COMPLETE AND CORRECT
STATEMENT OF BUSINESS AND AFFAIRS OF SAID UTILITY FOR THE PERIOD
COVERED B8Y THIS REPORT IN RESPECT TO EACH AND EVERY MATTER AND THING
SET FORTH, TO THE BEST OF MY XKNOWLEDGE, INFORMATION AND BELIEF

SWORN STATEMENT

IN ACCORDANCE WITH THE REQUIREMENTS OF TITLE 40, ARTICLE 8, SECTION 40-401.01
ARIZONA REVISED STATUTES, IT IS HEREIN REPORTED THAT THE GROSS

OPERATING REVENUE OF SAID UTILITY DERIVED FROM { PERATY
[ E 1A IN 1 :
Arizona IntraState Gross Operating Revenues Only ($) (THE AMOUNT IN BOX AT LEFT
INCLUDES § 74,764
3 28,979,373 IN SALES TAXES BILLED, OR COLLECTED

*RESIDENTIAL REVENUE REPORTED ON THIS PAGE MUST
INCLUDE SALES TAXES BILLED.

SIGNATURE OF OWNER OR OFFICIAL
623 - 445 - 2414

TELEPHONE NUMBER

SUBSCRIBED AND SWORN TO BEFORE ME

ANOTARY PUBLIC IN AND FOR THE COUNTY OF NOTARY PUBLIC NAME_

COUNTY NAME_
THIS | ' ]  DAYOF MONTH [2014
(SEAL) .
SIGNATURE OF NOTARY.PUBLIC ) ] .

MY COMMISSION EXPIRES :

Page 25




VERIFICATION

AND
SWORN STATEMENT (WATER)
Intrastate Revenues Only
VERIFICATION
STATE OF __ARIZONA COUNTY OF(COUNTY NAME)
Maricopa
NAME (OWNER OR OFFICIAL) [TITLE
I, THE UNDERSIGNED Gregory Barber Confrolier
COMPANY NAME
OF THE EPCOR Water Arizona Inc.

YEAR
FOR THE YEAR ENDING 12 31 2014

HAS BEEN PREPARED UNDER MY DIRECTION, FROM THE ORIGINAL BOOKS,
PAPERS AND RECORDS OF SAID UTILITY; THAT | HAVE CAREFULLY EXAMINED

THE SAME, AND DECLARE THE SAME TO BE A COMPLETE AND CORRECT"
STATEMENT OF BUSINESS AND AFFAIRS OF SAID UTILITY FOR THE PERIOD
COVERED BY THIS REPORT IN RESPECT TO EACH AND EVERY MATTER AND THING
SET FORTH, TO THE BEST OF MY KNOWLEDGE, INFORMATION AND BELIEF

SWORN STATEMENT

IN ACCORDANCE WITH THE REQUIREMENTS OF TITLE 40, ARTICLE 8, SECTION 40-401
ARIZONA REVISED STATUTES, IT 1S HEREIN REPORTED THAT THE GROSS
OPERATING REVENUE OF SAID UTILITY DERIVED FROM ZONA IN TATE UTILL ¥

14 WAS:

$ 94,869,544

(THE AMOUNT IN BOX ABOVE

INCLUDES § 7,369,689

IN SALES TAXES BILLED, OR COLLECTED
**REVENUE REPORTED ON THIS PAGE MUST
INCLUDE SALES TAX BILLED OR COLLECTED.
IF FOR ANY OTHER REASON, THE REVENUE
REPORTED ABOVE DOES NOT AGREE WITH TOTAL
OPERATING REVENUES ELSEWHERE REPORTED,
ATTACH THOSE STATEMENTS THAT RECONCILE
DIFFERENCE. (EXPLAIN IN DETAIL) SIGNATURE OF OWNER OR CFFICIAL

623 -445 -2414
TELEPHONE NUMBER

SUBSCRIBED AND SWORN TO BEFORE ME
A NOTARY PUBLIC IN AND FOR THE COUNTY OF

COUNTY NAME
THIS | ] DAY OF MONTH 12014
(SEAL)
SIGNATURE OF NOTARY PUBLIC

MY COMMISSION EXPIRES,

Arizona IntraState Gross Operating Revenues Only ($) i
Page 26




VERIFICATION
AND
SWORN STATEMENT
D L U T

Intrastatg Revenues Only
VERIFICATION

STATE OF _ARIZONA__ COUNTY OF(COUNTY.NAME)
Mar

NAME (OWNER OR OFFICIAL) |TITLE
Barber Cantroller

i, THE UNDERSIGNED

COMPANY NAME

OF THE |EPCOR Wvater Arizona Inc.

31

FOR THE YEAR ENDING

EAONTH DAY YEARj
12 2014

HAS BEEN PREPARED UNDER MY DIRECTION, FROM THE ORIGINAL BOOKS,
PAPERS AND RECORDS OF SAID UTILITY; THAT | HAVE CAREFULLY EXAMINED
THE SAME, AND DECLARE THE SAME TO BE A COMPLETE AND CORRECT
STATEMENT OF BUSINESS AND AFFAIRS OF SAID UTILITY FOR THE PERIOD
COVERED BY THIS REPORT IN RESPECT TO EACH AND EVERY MATTER AND THING
SET FORTH, TO THE BEST OF MY KNOWLEDGE, INFORMATION AND BELIEF

SWORN STATEMENT

IN ACCORDANCE WITH THE REQUIREMENTS OF TITLE 40, ARTICLE 8, SECTION 40-401.01
ARIZONA REVISED STATUTES, IT IS HEREIN REPORTED THAT THE GROSS

OPERATING REVENUE OF SAID UTILITY DERIVED FROM T PERA’
F RESID| T G Y 4 :
Arizona IntraState Gross Operating Revenues Only ($) {THE AMOUNT IN BOX AT LEFT
INCLUDES $ 5,610,432
$ 71,035,716 IN SALES TAXES BILLED, OR COLLECTED

“RESIDENTIAL REVENUE REPORTED ON THIS PAGE MUST
INCLUDE SALES TAXES BILLED.

SIGNATURE OF OWNER OR OFFICIAL

623 - 445 - 2414
TELEPHONE NUMBER

SUBSCRIBED AND SWORN TO BEFORE ME

ANOTARY PUBLIC IN AND FOR THE COUNTY OF NOTARY PUBLIC NAME
COUNTY NAME

THIS | ] DAY OF [MONTH 2014

(SEAL)
SIGNATURE OF NOTARY PUBLIC
MY COMMISSION EXPIRES
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(TATE OFZONA

Office of the
CORPORATION COMMISSION

CERTIFICATE OF GOOD STANDING
To all to whorm these presents shall come, greeting:

I, Jodi A. Jerich, Executive Director of the Arizona Corporation Commission, do hereby
certify that

***EPCOR WATER ARIZONA INC. ***

a domestic corporation organized under the laws of the State of Arizona, did incorporate on
December 30, 1949.

1 turther certify that accarding to the records of the Arizona Corporation Commission, as
of the date set forth hereunder, the sald corporation is not administratively dissolved for
failure to comply with the provisions of the Arizona Business Corporation Act; and that its
most recent Annual Report, subject to the provisions of A.R.S. sections 10-122, 10-123,
10125 & 101622, has been delivered to the Arizona Corporation Commission for filing; and
that the said corporation has not filed Articlas of Dissolution as of the date of this certificate.

This certificate relates only to the legal existence of the above named entity as of the date
issued, This certificate is not to be constryed as an endorsement, recormmmendation, or
notice of approval of the entity's condition or business activities and practices.

IN WITNESS WHEREOF, | have hereunto set my hand and affixed
the ofticial seal of the Arizona Corporation Commission. Done at
Phoenix, the Capital, this 20th Day of April, 2015, A. D. :

Joli¥ A. Jerich,-Bfecutive Director
1219602

By:

— |
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BEFORE THE ARIZONA CORPORWridNTThviNissioN

SUSAN BITTER SMITH A Z CORP COMMISSIT.
Chairman DOCKET CONTROL

BOB STUMP
Commissioner

BOB BURNS
Commissioner

TOM FORESE
Commissioner

DOUG LITTLE
Commissioner

IN THE MATTER OF THE JOINT W-01732A-15-0131
APPLICATION OF WILLOW VALLEY W-01303A-15-0131
WATER CO., INC. AND EPCOR WATER
ARIZONA,INC. FOR APPROVAL OF THE SUPPLEMENT TO APPLICATION
SALE OF ASSETS AND TRANSFER OF SEEKING APPROVAL OF
CERTIFICATE OF CONVENIENCE AND RECOVERY OF PRICE PAID IN
NECESSITY EXCESS OF RATE BASE

On April 22, 2015, Willow Valley Water Company, Inc. (“Willow Valley”) and
EPCOR Water Arizona Inc. (“EWAZ”) filed an application requesting that the Arizona
Corporation Commission (“Commission”) approve the sale of Willow Valley’s utility
system and transfer of its Certificate of Convenience and Necessity (“CC&N™) to EWAZ
(the “Application’”). The Application also requested that the Commission approve a
mechanism to allow EWAZ’s recovery of the going concern value component of the
purchase price paid to Willow Valley. After discussions with Utilities Division Staff,
EWAZ, in this supplemental filing, describes the surcharge mechanism it respectfully
requests the Commission approve as part of this proceeding.

1. Background '

As stated in the Application, EWAZ seeks recovery of approximately $226,000

through a surcharge mechanism to be approved as part of the sale of Willow Valley’s

5895432 2




1| utility system and transfer of its CC&N to EWAZ. EWAZ believes the recovery of that
2 {t portion of the purchase price in excess of Willow Valley’s rate base (the “Acquisition

3 || Premmum”) is appropriate in this instance for the following reasons:

4 (A) Going Concern Value of Willow Valley. The purchase price for the Willow
50 Valley system reflects the fair market value of the assets and operations being
6 purchased, including the value of Willow Valley’s CC&N, but exceeds the rate
7 base value of the property, plant and equipment (“PPE”) as set out in the Water
8 Utility Plant schedules attached to the Willow Valley Water Co., Inc. Annual

g 9 Report for year ending 12/3 1/2014. In other words, the payment of a premium for

-§ - 10 Willow Valley’s PPE over and above the net book value reflects the going

‘é 2 11 concern value of Willow Valley’s operations (i.e., the net book value of the PPE

g g 12 and the expectation that Willow Valley will be able to earn a continued fair return
" ; g 13 on its investment as part of the EWAZ water utility system).

R& 14 (B) Significant investments will be required upon purchase by EWAZ. EWAZ will
g ﬁ 15 need to make significant capital investments to increase the reliability and quality
2 é:% 16 of the Willow Valley system, such as replacement of non-operational system
%% 17 valves, installation of a more robust backwash effluent discharge retention system,
—~a= g and necessary maintenance of storage tanks. EWAZ is willing, in accordance

19 with the proposal set out below, to implement a 5-year capital improvement

20 program, which would expend approximately $200,000 per year of capital in

21 excess of the System Improvement Benefit (“SIB”) investments authorized in

22 Decision No. 74364 (February 26, 2014), for a total capital investment of between
23 $300,000 and $500,000 annually for the five years following its acquisition of

24 Willow Valley. The surcharge mechanism described below will allow EWAZ to
25 earn continuing fair returns following the acquisition in light of these significant
26 new capital investments.
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(C) More Reliable Water Service. As a result of the increased capital investment,

existing Willow Valley customers will receive higher quality and more reliable
water service. In addition, customers served by EWAZ will receive a level of
service and support that meets or exceeds the service currently provided by
Willow Valley.

(D) Significant Decrease to Cost of Debt. EPCOR Water USA Inc. (EPCOR USA)

has the ability to maintain a stronger credit rating than Willow Valley on a stand-
alone basis. This stronger credit rating will enable EPCOR USA and its operating
subsidiaries, such as EWAZ, to borrow needed funds at a lower cost than would
otherwise be possible for Willow Valley, including any debt used to finance the
future capital investments. Willow Valley’s current capital structure includes an
embedded cost of debt of 6.1 percent, whereas EWAZ’s current cost of debt is
4.29%. The long-term bond ratings of EPCOR USA and its subsidiary, EWAZ,
are currently A- (S&P) and Baa2 (Moody’s).
2. Proposal
The Company has sought to develop a mechanism that supports the Commission’s
desire to accelerate the consolidation of small, troubled water systems or systems with
demonstrated needs for capital improvements to better provide safe and reliable water
service with minimal impacts to customers. The mechanism recommended for approval
by the Commission does not specifically include the Acquisition Premium in rate base, but
rather provides an incentive for companies, including in this instance, EWAZ, to acquire a
small water company with demonstrated needs for capital improvements and to invest in
needed infrastructure at heightened levels through the adjustment mechanism set out below
(the “Acquisition Adjustment”).
The amount sought to be recovered through the Acquisition Adjustment is the

difference between the going concern/fair market value of Willow Valley, as reflected in

5895432 2 3




1| the purchase price, and the original cost of the plant, property, and equipment béing
2| acquired less accumulated depreciation (the Net Utility Plant in Service), further reduced
3| by the recorded values of property contributed or advanced by others.
4 The following calculation sets out the amount sought to be recovered under the
5|l above definition:
6 Net Utility Plant in Service $2,796,377
Less: Advances and Confributions 528.346
7 $2,268,031
8 Purchase Price $2,494,834
Less: ($2.268,031)
8 9 Acquisition Premium $ 226,803
3 " 10 The table below illustrates several scenarios under which the Commission could
Z’ 3 11| authorize recovery of the Acquisition Premium. This Acquisition Adjustment would be
B2
E 3 12| recovered through a monthly surcharge over 10, 12, or 15 years, with recovery of the
«i § 13} surcharge phased-in (and the surcharge adjusted on an annual basis) as the additional
o 14| capital expenditures are made and projects completed. Because the expenditures would be
S g 15|| made over a period of five years, and because the recovery time frame would be limited,
=]
5?’; 16 || the surcharge will not permit over recovery.
w—— I d
17
EE Annual
-0 18 5-Year % Commission $ Authorized | Annual Operating
Revenue
19 Capital Spend | Authorized Incentive Incentive Income Produced
Required
20 :
$ 1,000,000 10.00% $100,000 $6,740 $11,054
21 _
$ 1,000,000 15.00% $150,000 $10,110 $16,580
22
$ 1,000,000 20.00% $200,000 $13,480 $22,107
23
24 In the above scenario, EWAZ would commit to spend $1,000,000 over five years in
25| the Willow Valley system for projects not outlined in the existing SIB. EWAZ is currently
26 Il evaluating the Willow Valley system to develop a long-term capital plan but has identified
5895432 2 4
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several projects which will be further reviewed, including 1) a system interconnect
between the King Street and Lake Cimarron areas of the existing Willow Valley system to
provide operational flexibility and redundancy, 2) replacement of system valves that are
currently non-operational, 3) a more robust backwash effluent discharge retention system
to prevent leaching into the aquifer, 4) necessary maintenance of three storage tanks, and
5) replacement or repair of failed flow and backwash meters and other infrastructure
projects.

A Commission approved 20% incentive would provide for an increase to annual
operating income as shown above. The required revenues, providing for increases to

income and property taxes, are also shown.

% Commission | ‘10-Year | " %of - | 12-Year % of - 15Year | ¢ %of Cost to % of Typical
: o ic
Authorized | Operating | 'Premium-:| Operating Premium Operating Premium customer Bill @::Ga'
incentive incomé . : . Recovered -|  Income Recovered Income | Recovered | monthly a
| 10.00% $67,400 | 2072% | $80,880 | 35.66% | $101,300 | 44.58% | $0.61 1.11%
15.00% '$1‘01‘,ip‘o 1 adsew | 121,320 53.49% | . ¢is1s0 | e6.86% |  $0.91 1.66%
20.00% $134;800 | 59.43%. $161,760 713 §zoz,fzoo‘ | 89.15% $1.21 2.22

The table above demonstrates how the Acquisition Adjustment will lead to partial
recovery of the Acquisition Premium. The circled area shows that an authorized incentive
of 20% above planned SIB capital expenditures would provide for 89.15% recovery of the
Acquisition Premium via an eventual surcharge of $1.21 per month over a 15-year period.
The impact to customers would be approximately a 2.22% increase, or about a $1.21 per
month increase to the average bill.

3. Summary

If approved by the Commission, EWAZ would work with Commission Staff to
create standard reporting procedures to monitor annual progress of the additional capital
projects, and to phase in the surcharge as projects are completed. In addition, EWAZ

would provide a report to Commission Staff annually, summarizing total surcharge

5895432 2 5




1| revenues collected and provide for early termination of the surcharge should full recovery
2 || of the Acquisition Premium occur prior to the authorized term of recovery. EWAZ would
3 || not expect the surcharge to continue further than the originally-authorized term, and would
4 || accept the risk of non-recovery of the full Acquisition Premium upon expiration of the
5 || authorized surcharge period.
6 EWAZ respectfully requests that the Commission authorize the proposed
7| Acquisition Adjustment to allow for recovery of the going concern value paid for Willow
8 || Valley and approve the concept to allow for timely recovery of such amounts in future
S 9| acquisitions in order to further the Commission’s stated desire to accelerate the
% - 101 consolidation of small and/or troubled water systems.
8 1 RESPECTFULLY SUBMITTED this 29th day of May, 2015.
)
2 < 13 LEWIS ROCA ROTHGERBER, LLP
H /'/J/)' ) e
SE 15 L7
=] 7 \
=R 16 Thefias Campbell. /
Q% Stanley B. Lutz
== 17 201 E. Washington Street
E_IJE Phoenix, AZ 85004
-_—— 18 (602) 262-5704
19 Attorneys for EPCOR Water Arizona, Inc.
20 || ORIGINAL AND thirteen (13) copies
of the foregoing hand-delivered this
211}l 29th day of May, 2015, to:
22 || The Arizona Corporation Commission
Utilities Division — Docket Control
23| 1200 W. Washington Street
- Phoenix, Arizona 85007
Copy of the foregoing hand-delivered
25 || this 29th day of May, 2015, to:
26
58954322 6
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Steve Olea

Utilities Division

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, Arizona 85007

Dwight Nodes

Administrative Law Judge, Hearing Division
1200 W. Washington Street

Phoenix, Arizona 85007

Janice Alward, Chief Counsel,
Legal Department

Arizona Corporation Commission
1200 W. Washington Street
Phoenix, Arizona 85007

Copy of the foregoing mailed
this 29th day of May, 2015, to:

Timothy Sabo

Snell & Wilmer

400 E. Van Buren, Suite 800
One Arizona Center
Phoenix, Arizona 85004

Daniel Pozefsky

Residential Utility Consumer Office
1110 W. Washington Street, Suite 220
Phoenix, AZ 85007

Q@;Wx//ﬂdﬁw
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EXECUTIVE SUMMARY
Ms. Mahler’s Rebuttal Testimony focuses primarily on the mechanism EWAZ has proposed to
allow it an opportunity to receive a return of the price paid in excess of rate base. Her testimony
also responds to recommendations made in the Direct Testimony filed on behalf of Utilities
Division Staff and the Residential Utility Consumer Office regarding Accumulated Deferred

Income Taxes (“ADIT”), Staff’s calculations related to the purchase price, customer security

deposits and EWAZ’s capital structure.
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Rebuttal Testimony of Sarah Mahler
Docket Nos. W-1732A-15-0131 and W-01303A-15-0131

Page 1 of 14

1 L INTRODUCTION AND QUALIFICATIONS

2 1Q. PLEASE STATE YOUR NAME, BUSINESS ADDRESS AND TELEPHONE

3 NUMBER.

4 |A. My name is Sarah Mahler. My business address is 2355 W. Pinnacle Peak Road, Suite
5 300, Phoenix, Arizona 85027, and my business phone is (623) 445-2420.

6 Q. BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?
7 |A. I am employed by EPCOR Water (USA) Inc. (“EWUS”), the owner of EPCOR Water
8 Arizona, Inc. (“EWAZ” or “Company”), as Manager, Rates.

9 1Q. PLEASE DESCRIBE YOUR RESPONSIBILITIES WITH EWAZ.

10 |A. My primary responsibilities with EWUS are to manage the preparation of rate

11 applications and other regulatory filings consistent with the applicable regulatory
12 agency’s filing requirements in Arizona and New Mexico. I also assist the Director of
13 Regulatory & Rates with research and public outreach.

14 Q. PLEASE DESCRIBE YOUR PROFESSIONAL EXPERIENCE AND
15 EDUCATION.

16 |A. I have been employed by EWUS since January 2015. I have more than 5 years of

17 experience in public utility accounting and regulation and another 10 years of experience
18 managing accounting practices and policies, including expertise in homebuilding,

19 construction, software and audit/public accounting.

20 I have a Master of Business Administration from the University of Phoenix. I hold

21 Bachelor of Science degrees from Arizona State University in Accounting and Global

22 Business with an emphasis on Finance.

6805533_1
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1 [1IL PURPOSE OF TESTIMONY

Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS CASE?

EWAZ is seeking to purchase the assets of the Willow Valley water system. My

AW
>

testimony will focus primarily on the mechanism EWAZ has proposed to allow it an

wn

opportunity to receive a return of its price paid in excess of rate base. My testimony will
also address the Company’s response to recommendations by Staff and RUCO regarding

Accumulated Deferred Income Taxes (“ADIT™), Staff’s calculations related to the

oo ~3

purchase price, customer security deposits and EWAZ’s capital structure.

9 |III. RESPONSE TO STAFF’S AND RUCO’S POLICY ARGUMENTS AGAINST THE

10 PROPOSED ACQUISITION ADJUSTMENT MECHANISM

11 Q. STAFF AND RUCO OBJECT TO THE COMPANY’S PROPOSED
12 ACQUISITION ADJUSTMENT MECHANISM, WHY SHOULD IT BE
13 ADOPTED?

14 |A. Staff’s objection to the Acquisition Adjustment mechanism is that the projects

15 themselves warrant no special treatment. Staff argues the projects proposed by the

16 Company are typically considered part of the utility’s routine operating and maintenance
17 expenses and should be addressed as part of the normal course of utility operations. The
18 Company has never represented that these investments require special treatment. The

19 Company believes that the investment needed in Willow Valley to immediately address
20 existing system wide losses and other critical improvements should be eligible for an

21 upward adjustment to recover this level of investment in a system that needs

22 infrastructure.

23 However, the issue to be addressed is whether the Commission should design and adopt a

24 mechanism to incentivize financially viable and responsible water utilities to invest in

6805533 _1
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1 challenged systems. The current regulatory environment discourages Class A water
2 utilities from 1) purchasing systems with significant immediate capital investment
3 requirements, and 2) paying the fair value determined in an arms-length transaction when
4 that fair value exceeds the book value of the assets. The Commission should create a
5 mechanism which allows for an equitable transfer of ownership that benefits both the
6 community and the utility.
7 RUCO’s opposition is based on the erroneous premise that EWAZ is seeking approval of
8 an acquisition premium to be included in rate base.! RUCO references a memorandum
9 from the Utilities Division dated June 29, 2001, which was not adopted by the
10 Commission, which details a proposed policy for Class D and E water system
11 acquisitions. RUCO lists six conditions from that memorandum which Staff identified
12 must be met in order for an acquisition premium to be approved and included in rate base
| 13 of the acquiring company. RUCO also quotes several excerpts from the 1943 Niagara
14 Falls Power Co. decision in which the inclusion of acquisition premiums in rate base is
% 15 detrimental to the customer in two ways:
16 1) The seller might persuade the buyer to pay more than the recorded rate
17 base simply because the difference would be used to increase rates paid by
18 the public.
19 2) Buyers might become indifferent to the purchase price and sellers might
20 exert more force on the asking price, unwinding the economics of a fairly
21 assessed, arms-length purchase price.
22 EWAZ has specifically designed the Acquisition Adjustment Mechanism to address
23 RUCO’s concerns by requiring the purchasing company to pay only fair value for an
24 acquired system. RUCO quotes Professor Bonbright in “Principles of Public Utility
25 Rates” as stating that the utility shall be “compensated for devoting capital to the public
' The Company’s Supplemental filing in this docket defines and uses the term “Acquisition Premium”. However,
as explained below, the Company’s proposed “Acquisition Adjustment Mechanism” is fundamentally different than
the acquisition premiums discussed by Staff and RUCO.
6805533_1
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service.” EWAZ seeks a mechanism to incentivize the purchasing company to do just as

Professor Bonbright states. The proposed Acquisition Adjustment Mechanism

compensates the acquiring company only for investing much needed capital in a system,

where that investment would not otherwise have been made.

Q. WHY IS THE MECHANISM APPROPRIATE IN THIS CASE?

A. There are several reasons discussed below that justify approving a mechanism such as the

one proposed by the Company.

(1) Going Concern Value of Willow Valley. The purchase price for the Willow Valley

(10

6805533_1

system reflects the fair market value of the assets and operations being purchased.
The price includes the value of Willow Valley’s CC&N, but exceeds the value of the
property, plant, and equipment (“PPE”) as reflected in the Water Utility Plant
schedules attached to the Willow Valley Water Co., Inc. Annual Report for the year
ending December 31, 2014. In other words, the payment of a premium for Willow
Valley’s PPE over and above the net book value reflects the going concern value of
Willow Valley’s operations (i.e., the net book value of the PPE and the expectation
that Willow Valley will continue to be able to earn a fair return on its investment as
part of the EWAZ water and wastewater utility system) as well as a recognition that
Willow Valley’s assets still in service, but with a net book value of zero, still have

value.

Significant investments will be reguired upon purchase by EWAZ in order to reduce

water loss. EWAZ will need to make significant capital investments to increase the
reliability and quality of the Willow Valley system such as replacement of defective
system valves, installation of a more robust backwash effluent discharge retention

system, and necessary maintenance of storage tanks. EWAZ is willing to implement
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a five-year capital improvement program, as discussed in Mr. Bradford’s testimony,
which would expend approximately $200,000 annually for the five years following its
acquisition of Willow Valley. The Acquisition Adjustment Mechanism proposed by
the Company will allow EWAZ to earn continuing fair returns following the

acquisition in light of these significant new capital investments.

Stay of SIB. Investments that were planned but not completed pursuant to the now-
stayed SIB program should be eligible for the Acquisition Adjustment Mechanism as
well as other necessary projects completed in the five years following the close of the

transaction.

More Reliable Water and Customer Service. As a result of the increased capital
investment, existing Willow Valley customers will receive higher quality and more
reliable water service. In addition, Willow Valley customers served by EWAZ will
receive the same level of service and support as do customers in other EWAZ
districts; service and support that meets or exceeds the service currently provided by

Willow Valley.

Fair Value. RUCO’s longstanding opposition to any regulatory mechanism has rested
on the absence of a fair value determination. The four variables in the Company’s
proposed Acquisition Adjustment Mechanism will be approved in the Commission’s
Decision to approve the transfer of assets. However, implementation of the
mechanism will not occur until Willow Valley’s next formal rate case. At that time,
Staff and RUCO will have an opportunity to assess the usefulness and value of the
investments made subsequent to the system’s transfer of ownership and the
Acquisition Adjustment Mechanism will be implemented at that time. Subsequent

rate filings, up to a test year ended December 31, 2021, will include provisions for
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1 recalculation of the Acquisition Adjustment Mechanism. Investments made after
2 December 31, 2021 will not be eligible for the Acquisition Adjustment Mechanism.

3 1Q. RUCO’S OPPOSITION TO EWAZ’S REQUEST TO RECOVER THE AMOUNTS

4 IT IS PAYING TO ACQUIRE WILLOW VALLEY IN EXCESS OF RATE BASE
5 IS PREMISED ON THE COMPANY INCLUDING AN ACQUISITION
6 PREMIUM IN RATE BASE. IS EWAZ REQUESTING AN ACQUISITION
7 PREMIUM TO BE INCLUDED IN RATE BASE IN THIS PROCEEDING?
8 [A. No. The Company is not requesting that an acquisition premium be included in rate base.
9 Staff and RUCO have misunderstood the Company’s request. The Company is going to
10 pay a premium, but it is not requesting the premium be included in rate base in this case
11 or any future rate case. Staff and RUCO have confused the proposed Acquisition
12 Adjustment Mechanism and implied the Company is requesting that a premium be
13 included in rate base AND that the Company would also receive a premium on
14 improvements made subsequent to the sale. This is not the case.

15 Q. STAFF WITNESS GERALD BECKER STATES THE COMPANY IS

16 PROPOSING AN ACQUISITION PREMIUM AND AN ACQUISITION
17 ADJUSTMENT. WHY IS MR. BECKER MISTAKEN AND EXPLAIN THE
18 DIFFERENCE?

19 | A. Mr. Becker states that the transfer of Willow Valley from Global to EWAZ does not

20 warrant payment or regulatory recognition of an acquisition premium. EWAZ strongly
21 believes that given the condition of the infrastructure and the capital needed to make the
22 necessary improvements the transfer does warrant payment of an amount in excess of rate
23 base. EWAZ is not, however, asking for recovery of a return on and of the acquisition

24 premium for regulatory purposes, but rather only a return of that premium.

6805533 _1
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As with RUCO, Staff’s opposition is premised on the mistaken idea that an acquisition
premium would be included in rate base, and the Company would receive a return on the

premium and a return of the premium through an associated amortization.

In contrast, the Company’s proposal provides a means whereby the Company (or any
acquiring company), through proper stewardship and investment in an acquired system, is
provided the opportunity over a period of years to receive repayment of the original price

paid in excess of rate base.

Under the Company’s proposal, the Company would simply receive a repayment of the
amount paid in excess of rate base without any consideration for the time value of money
over a period of years or any return on those funds. Those funds, the acquisition

premium, would not be included in rate base.

WHAT IS THE COMPANY REQUESTING?

EWAZ is asking that the Company be given the gpportunity to have the amounts it is
paying to acquire Willow Valley in excess of Willow Valley’s rate base returned to it
after the Company has invested a significant amount of capital (currently estimated to be
one million dollars) to address water loss (in excess of 26%) and operational challenges
in the Willow Valley system. The Company is requesting the price paid in excess of rate
base, which will be 10% of rate base or approximately $200,000, be recovered by EWAZ
over 15 years by adding a small charge currently estimated to be $1.21 per month to each
Willow Valley customer’s bill commencing only after a fair value determination of the

rate base after the investments have been placed in service.

PLEASE EXPLAIN HOW THE RECOVERY OF THE COMPANY’S
INVESTMENT WOULD BE IMPLEMENTED.
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1 [A. As investments are completed and placed in service, the Company would file a rate case
2 application that would include these new capital investments and compute an additional
3 20% premium that would represent the incentive on which to compute a separate revenue
4 requirement to be recovered over a period of no greater than 15 years.
5 Q. IS THE COMPANY SEEKING A SEPARATE SURCHARGE TO RECOVER

THE 20% PREMIUM?
Yes. The revenue requirement effect of the 20% premium will be calculated and

collected via a separate surcharge for a period of 15 years or until the acquisition

VB B
>

premium has been recovered, whichever occurs first.

10 Q. HAVE YOU PREPARED AN ILLUSTRATION OF THE COMPANY’S
11 PROPOSAL TO COMPUTE THE 20% PREMIUM?

12 A Yes. An illustrative example is attached as Exhibit SM-1.

13 1Q. WOULD THE RATE CASE APPLICATION INCLUDE ALL STANDARD
14 FILING REQUIREMENT SCHEDULES?
15 |A. Yes. All standard filing schedules, Schedules A through Schedule H, would be prepared

16 and submitted for review by the ACC Staff and other interested parties to the case. The
17 Company would also prepare a cost of capital to determine the appropriate rate of return
18 to be applied to the Rate Base.

19 |Q. HOW IS THIS CHARGE CALCULATED?

20 JA. There are four variables to the calculation that are discussed below. [llustrative

21 calculations in support of the Company’s proposal are attached as Exhibit SM-1.

22 The first variable is the additional capital that EWAZ identified as potential projects to
23 invest in the five-year period subsequent to the close of the transaction. At this time, the

24 potential projects have been estimated at approximately $1.0 million

6805533_1
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1 The second variable is the premium on the estimated $1.0 million the Company plans to
2 invest in the first 5 years after the close of the transaction. EWAZ is seeking additional
3 revenue based on the revenue requirement of a 20 percent premium on the first five years
4 of capital investment also referred to as an Acquisition Incentive. The Acquisition
5 Incentive as proposed would be charged to customers for a finite period of time.

6 The third variable is the rate of return. The Company’s illustrative calculation in Exhibit
| 7 SM-1 uses a 10 percent return on equity (“ROE”) to determine the overall cost of capital
| 8 (the ROE would be updated in the rate case application discussed above). As illustrated

9 in Exhibit SM-1, that results in a rate of return (ROR) of 6.74 percent. The actual ROR
10 to be used for this calculation would be determined in the rate case filing to implement
11 recovery of the new investment.

12 The first three variables produce a revenue requirement of $22,107 that the Company
13 would recover from its customers.
14 The fourth and final variable is the length of time the Company would be allowed to
15 place a small charge on customer’s monthly bills, to recover the Acquisition Incentive
16 revenue requirement of $22,107. The Company has proposed a 15 year period, in which
17 the Company would collect approximately $331,608 in revenues or $200,722 in
18 operating income in its illustrative calculations. As explained below, this amount would
19 not be included in the calculation of rate base in future rate proceedings.
20 Q. WHAT IS THE ACCOUNTING TREATMENT PROPOSED BY THE COMPANY
21 FOR THIS MECHANISM?

6805533 _t
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1 |A. Upon approval of the transfer of assets to EWAZ, the price paid in excess of rate base

2 will be recorded to a Regulatory Asset balancing account. This account will NOT be

3 added to the calculation of rate base for any future rate proceedings as Staff supposes.

4 EWAZ does not intend to earn a return on the premium paid. The surcharge (as

5 calculated above) would be collected from customers monthly via their normal cycle

6 billing. The regulatory asset would be credited monthly and reduce slowly over time (15
7 years in the Company’s proposal). The Company would report this balance to the

8 Commission on an annual basis. The charge to customers would end upon the earlier of
9 ~ 1) depletion of the regulatory asset or 2) 15 years. See Exhibit SM-2.

10 (IV. RESPONSE TQO STAFF AND RUCO REGARDING CREATION OF A

11 REGULATORY LIABILITY FOR ACCUMULATED DEFERRED INCOME
12 TAXES (“ADIT”)

13 Q. STAFF AND RUCO BOTH RECOMMEND THE CREATION OF A
14 REGULATORY LIABILITY IN RELATION TO GLOBAL’S ADIT BALANCE.
15 HOW DOES THE COMPANY RESPOND?

16 [A. EWAZ is opposed to the creation of a Regulatory Liability on Willow Valley’s

17 regulatory ledgers valued at the updated balance upon close. Staff’s is imputing the value
18 of ADIT and reclassifying the ADIT balance as a regulatory liability. If approved this

19 action sets in place a policy which will have a negative impact on the consolidation of

20 small water systems in the State of Arizona, because it may make it more difficult to

21 reach a satisfactory purchase price. In fact it is not at all certain that the parties to the

22 asset transfer contemplated by this Application will be able to close the transaction if the
23 ADIT-associated Regulatory Liability as proposed by Staff and RUCO is included in the
24 final order. Also, if this policy is adopted by the Commission, consistent treatment of

25 both ADIT asset balances and liability balances must be utilized.

6805533 _1
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} 1 If Staff’s recommendation is adopted, however, EWAZ recommends that amortization of
{ 2 this liability commence immediately upon transfer, at a rate of 14.3% per year for 7
| 3 years. This amounts to approximately $3,175 on December 31, 2014’s balance which

4 will be updated upon close. The 7 year amortization is based upon the Company’s

5 analysis of Global’s ADIT balance. The response to Staff’s data request number GWB

6 1.6 demonstrates that Global’s net ADIT balance declined from $367,598 to $260,224

7 between December 31, 2011 and December 31, 2014, or $35,791 per year. Therefore, a 7

8 year amortization at $37,175 per year is appropriate.

9 V. RESPONSE TO STAFF’S CALCULATION OF PURCHASE PRICE AND
10 PREMIUM PAID
11 Q. DOES THE COMPANY HAVE ANY ISSUES, BEYOND STAFF’S PROPOSED

12 TREATMENT OF ADIT, WITH STAFF WITNESS GERALD BECKER’S RATE
13 BASE CALCULATIONS?

14 |A.  Mr. Becker incorrectly subtracts customer security deposits from rate base. Mr.
15 Becker’s calculation on page 8 of his testimony reduces the $1,964,397 he

16 calculated by $31,898 (the amount of customer security deposits held by Willow
17 Valley) resulting in his erroneously calculated rate base of $1,932,499. If Mr.

18 Becker’s intent was to reflect the fact that the Company will not be acquiring the
19 customer security deposits, as provided under the terms of the purchase

20 agreement, Mr. Becker should have added the $31,898 instead of subtracting that
21 amount.

22 |Q. STAFF STATES THERE IS AN UNEXPLAINED DIFF ERENCE OF $11,513 IN
23 THE NET PLANT AMOUNTS PROVIDED BY EWAZ. HOW DO YOU
24 RESPOND?

6805533_1




EPCOR Water Arizona, Inc.
Rebuttal Testimony of Sarah Mahler
Docket Nos. W-1732A-15-0131 and W-01303A-15-0131

Page 12 of 14

1 |A. The response to data request number RUCO 2.08, attached as Exhibit SM-3 and

2 delivered to Staff on June 26, 2015, explains the differences in the net plant for Willow
3 Valley. The $11,513 is made up of three components: 1) EWAZ has agreed to purchase
4 Willow Valley’s Construction Work in Progress (CWIP) of $19,767, which is not

5 typically included in the calculation of Rate Base, 2) EWAZ has excluded assets with a
6 net book value of $8,255 from its purchase, and 3) the net plant includes a correction of
7 ($780) to the Accumulated Depreciation balance. The amount of these three previously
8 explained differences is $11,512.

9 |Q. WILL GLOBAL FILE A REVISION TO THE ANNUAL REPORT TO THE
10 COMMISSION REFLECTING THE DIFFERENCE IN THE ACCUMULATED
11 DEPRECIATION BALANCE?
12 [A. Yes. EWAZ has asked that Global revise its Annual Report to the Commission to reflect
13 the correct Accumulated Depreciation balance and they have advised the Company that

14 they will make that revision.

15 |VL. RESPONSE TO STAFF’S RECOMMENDATION REGARDING
16 CUSTOMER SECURITY DEPOSITS

17 {Q. STAFF RECOMMENDS THAT EWAZ ASSUME THE CUSTOMER SECURITY

18 DEPOSITS HELD BY WILLOW VALLEY. DOES THE COMPANY AGREE?
19 [A. No, EWAZ does not agree. Mr. Becker’s primary concern is the potential for increased
20 bad debt, which could burden other customers in future rates cases. In EWAZ’s Mohave
21 system, a few miles from the Willow Valley system, bad debt is less than 1% of

22 revenues. EWAZ does not currently require its customers to pay a security deposit. In
23 the Willow Valley system, customers are required to pay a security deposit of $110.

24 EWAZ’s exemplary customer service, advanced website, disconnection policy, and
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1 customer education and notification campaigns have made it unnecessary for EWAZ to

2 implement and manage a costly, time intensive customer security deposit program.

3 Deposit programs requite programming to the billing platform, administration monthly to

4 assure compliance with ACC rules on water including: deposit interest management,

5 refunds to customers with 12 on-time payments, recollection after two late payments and

6 processing refund checks to customers with a credit balance after final billing. These

7 overhead cost savings will benefit Willow Valley customers under EWAZ ownership.

8 Willow Valley customers will also be refunded their current security deposit by Global

9 Water along with applicable interest within 30 days of the transfer of assets to EWAZ.
10 Willow Valley’s balance sheet as of December 31, 2014 listed customer accounts
11 receivable of $11,694, customer prepayments of $28,883, and customer deposits
12 of $31,898. This suggests that most Willow Valley customers prefer to prepay
13 their bill, and should not also be required to submit a security deposit.

14 |VIL. RESPONSE TO STAFF’S CONCERNS ABOUT UNBALANCED CAPITAL
15 STRUCTURE

16 Q. STAFF HAS RECOMMENDED PLACING EWAZ ON NOTICE THAT IT MUST

17 ATTEMPT TO BALANCE ITS CAPITAL STRUCTURE. HOW DO YOU

18 RESPOND?

19 A. Staff suggests that EWAZ might attempt to support a 100% equity capital structure upon

20 presentation of its next rate case involving Willow Valley. Staff’s concern appears to be

21 predicated on treating the Willow Valley system as a stand-alone system and not as a

22 division of EWAZ. The Willow Valley system will be owned by EWAZ and the

23 prevailing capital structure of EWAZ at the time of any future rate case will be applied to

24 Willow Valley.

6805533 _1
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1 Q. "DOESTHIS CONCLUDE YOUR REBUTTAL TESTIMONY?
2 1A Yes.

6805533 1
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Exhibit SM-3

Page 1 of 2

COMPANY: EPCOR Water Arizona Inc. and Willow Valley Water Co., Inc.
DOCKET NO: WS-01303A-15-0131 and W-01732A-15-0131
Response provided by: Mike Liebman (Part 1)
Title: CFO, Global Water Resources, Inc.
Address: 21410 N. 19" Ave., Suite 220

Phoenix, Arizona 85027
Response provided by: Greg Barber and Sarah Mahler (Part 2)
Title: , Controller and Manager, Rates & Regulatory
Address: 2355 W. Pinnacle Peak Road, Suite 300

Phoenix, AZ 85027
Company Response Number: RUCO 2.08 Page 1 of 2

Q: Utility Plant in Service (“UPIS”) — Please reconcile the following two UPIS amounts
identified on the following two pages in the Original and Supplement to the
Application below:

1. Original Application - Exhibit B on page 4 at the bottom line (Line not
numbered) in the amount of $2,785,645; and

2. Supplement to Application — Net Utility Plant in Service amount of
$2,796,377 on page 4 at line 6.

Please identify the source of the discrepancy between the amounts in 1 and 2
above, which is a difference of $10,732. In addition, please provide the supporting
accounting documentation that reconciles the difference.

A: 1. The $10,732 discrepancy between Original Application (Exhibit B, Page 4) and
the Supplement to Application is due to the following (see schedule below):

a) $19,767 of Construction Work in Process is not included in Plant in Service
in the Original Application, but is included in Supplement to Application as
EPCOR is paying value for this asset.

b) ($8,255) of miscellaneous assets, including computer hardware/software
and office furniture, Global Water and EWAZ agreed to exclude from the
Purchase Price.

c) ($780) of accumulated depreciation variance between Original Application
and the Annual Report.




Exhibit SM-3

Page 2 of 2
COMPANY: EPCOR Water Arizona Inc. and Willow Valley Water Co., Inc.
DOCKET NO: WS-01303A-15-0131 and W-01732A-15-0131
Response provided by: Mike Liebman (Part 1)
Title: CFO, Global Water Resources, Inc.
Address: 21410 N. 19" Ave., Suite 220
Phoenix, Arizona 85027
Response provided by: Greg Barber and Sarah Mahler (Part 2)
Title: Controller and Manager, Rates & Regulatory
Address: 2355 W. Pinnacle Peak Road, Suite 300
Phoenix, AZ 85027
Company Response Number: RUCO 2.08 Page 2 of 2
Bridge from Original Application (Exhibit B Page 4) to Supplement to
Application
Net PP&E per Original Application (Exhibit B Page 4) $2,785,645
Add: Construction Work in Process (CWIP) $19,767
Subtract: Miscellaneous assets excluded from purchase price $(8,256)
Subtract: Accumulated depreciation variance $(780)
Net PP&E per Supplement to Application $2,796,377

2. Please reference the table below for a reconciliation of the 2014 Willow Valley
Annual report (Exhibit B, p. 4) and the final acquisition value contained in the
Supplement to Application. During the due diligence process, the parties
agreed to exclude certain assets from the Purchase Price. The amount of
those assets can be found in the attachment to this response labeled “Assets
Reconciliation.xis”. The table copied below is also in that file.

A _ '
Description Re:rrlto(\;;xﬁ.n;u: L') D;;:J:cli]aktii:ld TotalPP::‘];lsted Exchuded Assets cwp HZ:?:ZT:;
Difference
Original Cost § 5,168,988 $ - $ 51689988 § (22879) § 19767 § 5,165,876
Accumulated Depreciaion ~~ §  (2383343) § (780) § (2384123) § 14,624 § (2363499
Net URIS $ 2785645 §$ (780) § 2784865 $ (8,255) § 19767 § 279,377 |
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Introduction.

Please state your name and business address.
My name is Ron Fleming. My business address is 21410 North 19" Avenue, Suite 220,

Phoenix, Arizona 85027.

By whom are you employed and what is your position?
[ am employed by Global Water Resources, Inc. (“Global”) as President and Chief
Executive Officer. In that capacity, 1 oversee the operations of our Arizona utilities,

including Willow Valley Water Co., Inc. (“Willow Valley”).

Please describe your education.
I earned my Bachelor of Science degree in Construction Management from School of
Engineering at Northern Arizona University in 2003. My emphasis was on Heavy Civil

Construction, with a minor in Business Administration.

Please describe your professional background and experience.

From 2002 to 2004, I worked as a project manager and project engineer for general
contractors, supervising a number of significant projects. 1 joined Global as Senior Project
Manager (2004 — 2007), where I provided project management for Global’s Maricopa
region. During this time, I directly oversaw Global’s Capital Improvement Program for
Santa Cruz and Palo Verde while they were some of the fastest growing utilities in the
nation. In 2007, I was promoted to General Manager of the West Valley Region, where |
had direct responsibility for the five utilities Global acquired from the former owners of
West Maricopa Combine. From 2010 to December 2012, [ was Global’s General

Manager, Arizona, with direct responsibility for the operations of all of Global’s utilities in

Arizona. In December 2012, F-was-I was promoted to President of the Regulated Utilities
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Division of Global. 1 was promoted to President and Chief Operating Officer of Global in

June 2013, and I became Chief Executive Officer in January 2015.

I serve on the boards of the Maricopa Economic Development Alliance, the Pinal
Partnership, and WESTMARC. I also have co-chaired the Water Resources Committees
for the Pinal Partnership and WESTMARC. I am also a member of the board of Willow

Valley.

Have you previously testified before the Commission?
Yes, I have testified or submitted written testimony in a number of Commission
proceedings, including:
e The recent CC&N hearing for Global Water — Santa Cruz Water Company (Docket
No. W-20446A-14-0290); |
e Our last rate case. (Docket No. W-01212A-12-0309 et al.); and
e Arizona Water Company’s SIB proceeding (Docket No. W-01445A-11-0310)

What topics will your testimony address?

I will describe Globlal’s concerns with certain proposals of Staff and RUCO. 1 will also
discuss the benefits of the proposed asset transfer to EPCOR Water Arizona (EWAZ). 1
will provide an overview of Global’s 2006 acquisition of Willow Valley, the numerous
problems faced by the Willow Valley at that time, and the extensive efforts Global
undertook to rehabilitate Willow Valley’s system. Lastly, I describe the current state of

Willow Valley’s distribution system and the status of Willow Valley’s SIB program.

Is Global presenting the testimony of any other witnesses?

Yes. Paul Walker will testify regarding regulatory policy issues concerning water utility
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consolidation, as well as specifically addressing Staff and RUCO’s proposals to create a

regulatory liability related to Accumulated Deferred Income Taxes (“ADIT”).

Concerns with Staff’s and RUCO’s recommendations.

Did you review the Direct Testimony submitted by Staff and RUCO?
Yes, I have reviewed the Direct Testimony of Staff’s witnesses Gerald Becker and Jian

Liu, and RUCQO’s witness Jeffrey M. Michlik.

Do you have any concerns with the Staff and RUCO testimony?
Yes. I believe that if the Commission adopts Staff’s and RUCO’s proposals, it will be

devastating to the cause of consolidation of water utilities in Arizona.

What aspect of their testimony concerns you most?

Their proposal to create a regulatory liability for EWAZ in the amount of $260,224 as an
offset to EWAZ’s rate base. This is very significant in the context of Willow Valley’s rate
base of approximately $2.2 million, as contemplated in the Asset Purchase Agreement. An
11% reduction to rate base is significant; when also considering the fact that the ADIT
liability must still be accounted for by Global in future tax filings. This is akin to a double
accounting. If other companies face this issue of a significant cut to rate base due simply
to an asset sale, it will become very difficult to financially justify pursuing any such deals.

Mr. Walker will explain why this proposed regulatory liability should be rejected.

Are there any other issues that concern you?
Yes. I take issue with Mr. Becker’s statement that “Due to the state of the infrastructure at
Willow Valley and Global’s failure to mitigate its water losses, Staff recommends that the

Commission be mindful not to create an incentive for those who fail to maintain water
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systems to propose to sell those systems at an amount in excess of its rate base.” (Becker

Direct, page 4, line 23 to page 5, line 1).

This statement gives the wrong impression. Global certainly has not failed to maintain
Willow Valley.  Indeed, Global invested approximately $3.3 million into new
infrastructure for Willow Valley after the acquisition in 2006. Willow Valley has lost
money each year we have owned it. Even though Global has not earned a return on its
investment due to regulatory lag and a prolonged rate phase-in, it continued to invest
heavily in Willow Valley. The problem is simply the deplorable condition of the system
when we purchased it. There are certainly many more improvements that can be made, but

Global’s efforts to improve the system have been significant.

Do you agree with Mr. Becker’s implication that the purchase price is too high?

Not at all. Not even considering the purchase price Global paid in 2006, Global invested
nearly $3.3 million in capital improvements for Willow Valley. The purchase price under
the Asset Purchase Agreement is $2,494,834, much less than Global has invested in this

Willow Valley.

Benefits to customers of the asset transfer to EWAZ.

Will the asset transfer benefit Willow Valley’s customers?

Yes. Willow Valley is over 200 miles from Global’s headquarters in Phoenix, and even
farther from our main service areas in Pinal County. Currently, we only have three
employees located in Willow Valley, and any additional help is over 200 miles away. In
contrast, EWAZ has water systems only a few miles away. This means in any emergency
or outage event that requires resources beyond that of the direct personnel, that EWAZ can

provide a much quicker response with additional resources. In addition, having a pool of
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nearby employees means that if a worker is on vacation or sick another employee can

easily be shifted over to cover.

Moreover, EWAZ should be able to realize economies of scale that will ultimately benefit
ratepayers. As Staff witness Mr. Liu explains, “EWAZ has a significant presence in the
Mohave County area which should result in economies of scale savings for Willow Valley

in the future.” (Liu Direct, Exhibit JWL, page 1).

Willow Valley is a fairly small system, with approximately 1,600 customers. In contrast,
EWAZ’s Mohave and North Mohave systems have approximately 19,000 customers.' The
reality is that while we are confident in the work and manner in which we improved and
currently operate Willow Valley, EWAZ can operate Willow Valley more effectively and
efficiently. That is not to say Global cannot get the job done; we are operating Willow
Valley in compliance with all regulatory requirements, and we will continue to do so if the
transaction is not approved by the Commission or if a closing does not occur. But the fact
of the matter is that EWAZ’s larger local footprint gives it an advantage that we cannot
match locally; that is why the transaction makes sense for Global, EWAZ, and Willow

Valley’s customers.

While Global has been able to successfully manage this system, and as the record shows,
dramatically improve the quality of the infrastructure and the service; it is also true that

proximity matters and EWAZ will be able to more easily oversee and manage the system.

Are there potential financial benefits to ratepayers?

Yes. I have already explained that EWAZ will likely release operational efficiencies and

' According to Decision No. 74174 (October 25, 2013), EWAZ’s Mohave System had
approximately 17,000 customers, and the system acquired from North Mohave Valley Corporation
had approximately 2,000 customers.
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economies of scale upon closing. In addition, as Mr. Becker explains, EWAZ “has a
capital structure that is more favorable to the ratepayers”. (Becker Direct at page 10, line

9).

What about infrastructure improvements?

As I understand it, EWAZ has pledged to invest $1 million in infrastructure improvements
in Willow Valley (over and above the SIB projects), as part of its acquisition premium
proposal. Global has no plans for a similar program. In light of the many years of
financial losses experienced by Willow Valley, combined with having already plowed
nearly $3.3 million into Willow Valley, with no return on this investment, we simply
cannot financially justify further investment on this scale in Willow Valley. Of course, if
Global retains ownership, we will continue to ensure that Willow Valley meets all
regulatory requirements and we will make the investments necessary for that to happen.
But the system could benefit from very significant investments, and EWAZ’s $1 million
would no doubt be very well spent. What EWAZ is proposing is a rapid advance and
escalation of investment into Willow Valley. This is going to result in a more rapid
approach to the attaining the goal that Global, EWAZ, and the Commission share: A
system operating at maximum performance with maximum efficiency for the benefit of the

customers.

Global’s stewardship of Willow Valley.

When did Global acquire Willow Valley?

Willow Valley was part of the stock purchase of West Maricopa Combine (“WMC”).

What was WMC?

WMC was a holding company that owned five utilities: Valencia Water Company; Water
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Utility of Greater Buckeye; Water Utility of Greater Tonopah (WUGT); Willow Valley
Water Co., Inc. and Water Utility of Northern Scottsdale. Global purchased WMC in the
summer of 2006. After Global took possession, we discovered numerous serious problems

in these companies, including Willow Valley.

Please explain some of the problems Global discovered upon buying WMC.

The condition of WMC’s systems was deplorable. There were rocks used to keep open
electrical breakers, and bungee cords were used to close high voltage electrical panels.
The Valencia system lacked adequate capacity, which required us in the first summer post-
acquisition to shut off service to large non-potable irrigation customers to ensure there was
sufficient water for homes. In certain areas, distribution systems were in very poor
condition, and many remain that way as it will require significant additional investments to

rectify.

WMC had taken some steps towards complying with the EPA arsenic standards, but
overall they were not prepared and could not secure the necessary funding. Some of the
treatment systems that they did design and install, functioned poorly. We upgraded them as
possible, but often it is impossible to dramatically improve poorly engineered and
constructed systems once in-place, as this would require total replacement. In other
locations, we had to scramble to design and install treatment systems to meet the EPA

arsenic requirements and fast approaching deadline to comply with the rule.

What about Willow Valley in particular?
Willow Valley was the most troubling situation. We discovered that under the former
management, Willow Valley providing non-chlorinated drinking water in an unlooped

distribution system in an area that had a history of coliform events. This created a

significant public health risk. Former management concealed this situation by tampering
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with water samples, and by filing false reports or failing to file necessary reports with the

relevant regulatory authorities. This situation was totally unacceptable.

What did Global do?
We immediately began chlorinating the Willow Valley system. We then began a
significant effort to correct the severe water quality and infrastructure issues in Willow

Valley.

What other issues did Global discover?
There were significant compliance problems. Under former management, WMC failed to
issue required public notices, failed to complete required Customer Confidence Reports

(CCRe), failed to adequately monitor their systems, and failed to file required reports.

What occurred when Global began chlorinating the water in Willow Valley?

The chlorine reacted with the naturally occurring high levels of iron and manganese in the
water and deposits of these minerals that had built up overtime within the distribution
system due to lack of proper treatment — the result was the drinking water turned brown,

literally the color of Coca Cola.

What other issues did Global encounter in Willow Valley?

The distribution system was in poor condition. The distribution system emplaced by
earlier owners was often found to be substandard. Because of the high iron and manganese
concentrations in the area’s source water (that was not properly removed with beneficial
treatment techniques by prior owners), those pipes had become highly congested with iron
and manganese deposits. A 6” inch diameter pipe had a 2 — 3” usable space left within the

interior of the pipe. This also resulted in system pressure issues.
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How did Global deal with this issue?

First, you must start at the source as to eliminate the continued introduction of the minerals

into the distribution system. So in 2007 and 2008, Global built new iron and manganese

removal systems at the production facilities. This was part of a multi-year, multi-faceted

approach to eliminate the water aesthetic and quality issues. Here is an outline of the plan

that was executed:

Installed new chlorine injection systems that help ensure water is properly disinfected.
Installed auto-dialer alarm systems that notify our staff in the event there are
operational issues at our facilities. This helps prevent service outages.

Identified all existing water lines and performed Hydraulic Modeling to establish
distribution system performance. This assists in planning system improvements to
maximize benefits to the system as a whole.

Installed automatic flushing devices and operate an active flushing program to reduce
the built up iron and manganese accretion in the water pipelines.

Completed the Unit 17 Water Distribution Center (WDC) Improvement Project. The
project included a new iron and manganese removal system along with a new water
source, and complete electrical/mechanical upgrades. These new facilities have
improved water clarity and reliability of service.

Completed the Cimmaron WDC Improvement Project. The project included complete
site improvements and upgrades to the existing iron and manganese removal systems
and electrical/mechanical systems. These rehabilitated facilities will improve water
clarity and service reliability for the Cimmaron Development.

Installed new control valves in strategic areas as to improve our ability to re-direct
water, isolate line breaks, and reduce the number of customers affected by failures.
Finally, recently we completed additional treatment upgrades to address the remaining

water aesthetic and compliance issues, as discussed below.
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Beyond these improvements that were required immediately, it remains clear that the
remaining pipeline system must be replaced. Willow Valley will need to install new water
mains, water line loops, and install new valves where needed to eliminate frequent line

failures and to improve service reliability.

Additionally, as one important element of addressing water loss issues and to improve

customer service and staff safety concerns (meters in Willow Valley are mostly located in

the backyards of customers which historically required utility personnel to access back

yvards which is never a good situation if it can be prevented), in 2010 Global replaced each

and every customer meter with a new Neptune meter and a Fixed Network Meter reading

system. This advanced system allows Global to continuously read customer usage from

remote locations for billing, customer inquiry, and troubleshooting activities. The system
also includes leak detection and other abnormal usage alert capabilities. In addition to

these benefits, it greatly reduced the need to access utility meters through customer

property.

What other improvements did Global make to Willow Valley’s treatment and
production systems?

Ongoing issues in the Willow Valley system required a number of treatment upgrades. In
December 2011, Willow Valley completed chlorine dioxide generator facility
improvements to the Unit-17 and Cimarron water production sites, as well as instituting a
corrosion control chemical system. The treatment upgrades were necessary to ensure that
the systems meet the requirements of EPA’s Lead and Copper Rule, as well as

Disinfectants and Disinfection By-Products rules.

Why were these improvements needed?

As already noted, when Global acquired the Willow Valley system in the summer of 2006,

10
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the system was in poor shape and was not chlorinated. Chlorination is standard practice
for Global Water in order to protect public health, and so chlorination was initiated

immediately, which in turn resulted in immediate water aesthetic issues.

As chlorine can act as both a disinfectant and oxidant, the Willow Valley system has
experienced a number of challenging water quality issues associated with oxidation of high
concentrations of iron, manganese and total organic carbon (TOC) levels in the source
water. In order to address the original water quality challenges related to discoloration due
to the reaction of high concentrations of iron and manganese with chlorine,
oxidation/filtration units were installed at the groundwater sources in 2007 and 2008.
Additionally, in 2009, the Federal Environmental Protection Agency (EPA) enacted the
Groundwater Rule of the Safe Water Drinking Act (SWDA). In response to the
requirements of this rule, Global installed continuous monitoring to ensure the necessary

chlorine residual is maintained at all times.

Although aesthetic water quality was improved, compliance issues related to copper
corrosion and high total trihalomethane formations resulted. To resolve these issues, in
2010 a corrosion control study was conducted. This study concluded water corrosion
chemistry can be affected by groundwater treatment techniques. In the case of Willow

Valley, incidental cuprosolvency (copper solvency) is caused by a number of factors

‘related to the treatment and disinfection of groundwater. For this system, slow oxidation

reactions due to organically bound metal compounds caused by high levels of TOC in the
raw water source, are caused by extended use of oxidants related to iron and manganese
removal. Coupled with the incidental aeration and increased Dissolved Inorganic Carbon
(DIC) concentration$ related to the iron and manganese filtration process, these factors are

the leading causes of increased copper solvency of the water. To offset cuprosolvency

11
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effects of the water in the Willow Valley distribution system, the following improvements

were required to be implemented:

These

Oxidant levels must be managed in the distribution system.

Oxidant levels must be managed in the pretreatment process of the iron and
manganese filtration process.

TOC compounds must be oxidized and removed prior to disinfectant application.
Chlorine compounds must be managed in the distribution system.

Chloride compounds must be reduced to allow alkaline components to provide
naturally occurring protective films between the contact water and exposed metal

piping.

areas were effectively addressed utilizing the following process changes and/or

capital improvements:

These

Add oxygen scavenging inhibitors to reduce available dissolved oxygen and in
turn, reduce oxidation potential of the contact water.

Change pre-oxidant chemical for TOC, iron and manganese removal to non-
chlorine base oxidant.

Improve pre-oxidation techniques by adding in-line static mixers to improve
oxidation efficiency.

Move chlorine disinfectant to the discharge side of the pressure boosting station.
Improve disinfectant dispersion by adding an in-line static mixer to the booster
station discharge piping.

Add corrosion control chemicals to offset damage to naturally occurring protective
films from excessive chloride and sulfate concentrations, and sequester iron and
manganese concentrations in the finished water.

Reduce pre-oxidant requirements and improve TOC, iron and manganese removal
through the addition of manganese dioxide, manganese greensands or other filter
media as required per site.

Remove excessive chloride and/or sulfate levels of the source water through
additional treatment techniques.

recommendations led to bench scale piloting of alternative oxidants in 2011

including chlorine dioxide, and potassium permanganate, as well as corrosion control using

two polyphosphates which were evaluated to resolve the water quality issues.

12
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Additionally, a field pilot study included:

e THM Control — Alternative liquid chlorine dioxide oxidant system replacing the
sodium hypochlorite oxidant;

e Disinfection control - chlorine gas replacing the sodium hypochlorite disinfectant
system;

e Corrosion control — Tetrasodium Pyrophosphate Corrosion inhibiting chemical feed
systems; and

o Solids Handling — Incorporate cone bottom settling tanks to improve solids capture.

The following summarizes the documented water quality results of the resultant
installation of chlorine dioxide generator facility improvements to the Unit-17 and

Cimarron water production sites completed in December of 2011.

e Total copper levels in the King Street Distribution System decreasing by as much
as 61%, and all lead and copper samples conducted in 2011 and 2012 indicate
compliance with regulatory standards.

e Total copper levels in the Cimarron Distribution System decreasing by as much as
65%, and all lead and copper samples conducted in 2011 and 2012 indicate
compliance with regulatory standards.

e Total Organic Carbon (TOC) levels decreasing by as much as 11%

e Total Trihalomethane (TTHM) levels decreasing by as much as 41%, and all
samples throughout the pilot program and in 2011 and 2012 indicate compliance
with regulatory standards

e Iron removal - average of 98.8%.

¢ Manganese removal - average greater than 85%.

Since completion of these improvements, Willow Valley has been in full regulatory

compliance.

Overall, how much as Global invested in Willow Valley since it was acquired:2
From the purchase of WMC in the summer of 2006, through June 18, 2015, Global

invested $3,296,326.63 in plant investments for the Willow Valley system.

13
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Update on distribution system and SIB mechanism.

What about the distribution system?
Due to the issues described above, Global focused on the urgently needed improvements to
the production and treatment systems. Significant issues remain with the distribution

system.

Have there been any studies on what improvements would be beneficial?
Yes, Global utilized a WIFA technical grant to study the Willow Valley distribution
system. This study helped prioritize the areas that most needed and would provide the

most benefit if replaced first. A copy of the study was attached as Attachment Fleming-3

to my Direct Testimony in our 2012 rate case. Overall, the study determined virtually all
pipelines (except for those in the smaller, newer residential development of Cimarron
Estates) needed to be replaced through an ongoing replacement program. Global estimates

the cost of main replacement program could reach $5 million.

What about the SIB Mechanism?

Global was part of the process of developing the original SIB Mechanism in Docket No.
W-01445A-11-0310. We proposed a SIB Mechanism in our 2012 rate case. In the rate
case, we submitted the “Willow Valley Water Company Water System Engineering Report
for System Improvement Benefit (SIB) August 2013”. This 40+ page engineering report
included system maps, detailed engineering plans, and SIB plant tables for the proposed

SIB projects, which were our highest priority distribution system projects.

Have any SIB projects been completed in Willow Valley?
No. After the Commission approved the SIB Mechanism (which didn’t occur until

February of 2014), Global began additional engineering and pre-construction work,

14
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focusing on Project #1 for the SIB—Gordon Street Waterline. Willow Valley’s
Engineering and Construction Staff conducted a thorough on-site data collection effort and
concluded the finite details of the project—including the service lateral installation
locations for each individual customer. During this on-site effort, Willow Valley’s staff
contacted and met with the appropriate City and County agencies to discuss the details of
the projects, obtain the required construction specifications, and determine the necessary
permitting processes. The team compiled this information and hired an engineering firm to
produce the detailed construction drawings—which were completed in late 2014. These
drawings will be submitted to a list of pre-selected contractors to obtain bids and award a

contract for construction.

Why have not SIB projects been constructed in Willow Valley?

The original plan was to implement the first SIB project in 2015. However, ongoing
litigation by RUCO with the ACC pertaining to SIBs created a risk that the SIB
Mechanism would not operate as designed. In addition, as the Asset Purchase Agreement
with EWAZ was negotiated, the parties made the determination_that where possible, it
would be best -to put a hold on step-alt-major capital projects as it was determined best for

the utility, its customers, and the Commission that these be implemented by the ultimate

utility owner. _However, under the Asset Purchase Agreement, Global does retain the
option of proceeding with needed capital projects after notifying EWAZ. In practice, we
would confer with EWAZ to see if we could reach consensus as to whether to begin a
capital project or wait for EWAZ to assume ownership.

What is the current status of Willow Valley’s SIB mechanism?
On October 20, 2015, the Commission voted to stay all of the SIB mechanisms, including

Willow Valley’s, in light of a recent Arizona Court of Appeals decision. ] understand that

the Commission has asked the Arizona Supreme Court to review the matter.

15
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Q. Please summarize your testimony.

A. Global has invested heavily in Willow Valley, but it’s true that more needs to be done.
Global has been direct about this throughout the prior rate cases, and this docket. EWAZ is
in a better position to make those investments. EWAZ has a much larger local presence,
and upon closing, EWAZ should be able to achieve operational efficiencies and economies

of scale. Moreover, EWAZ has a lower cost of capital.

Staff’s and RUCO’s proposed “regulatory liability” for ADIT should be formally rejected.
It will create a strong disincentive for future consolidation. I urge you to review Mr.

Walker’s testimony in this regard.

Q. Does this conclude your testimony?
A. Yes.
22749512.9
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Introduction.

Please state your name and business address.
My name is Paul Walker. My business address is 330 East Thomas Road, Phoenix,
Arizona 85012.

By whom are you employed and what is your position?

I am the founder, owner and President of Insight Consulting, LLC.

Please describe your education.

I have a Master’s Degree in Business Administration from the Thunderbird School of
Global Management. I have a Bachelor’s Degree in Business Management from the
University of Phoenix. I am a graduate of numerous U.S. Army schools, including the
U.S. Army War College’s Combined Aﬁns and Service School, the U.S. Army Officer
Advanced Course (Transportation), and the U.S. Army Officer Basic Course (Military

Police).

Please describe your professional background and experience.

From 2004 to present I have worked as a lobbyist and regulatory consultant for clients in
the utility and energy sectors. 1 worked with Wall Street investment firms from 2004 to
2009, conducting regulatory analysis of federal and state matters ranging from rate cases
in numerous states, and evaluating liquefied natural gas export terminal feasibility. I
have worked with several Arizona utilities, including Arizona Public Service, Tucson
Electric Power, Arizona Water Company, Liberty Utilities, and, of course, Global Water

Resources. Prior to that, I served as advisor to Commissioner Marc Spitzer at the

Arizona Corporation Commission, and on Governor Jane Dee Hull’s Indian Gaming




1 compact negotiation team. I have also served on the Commission’s Power Plant and Line
2 Siting Commitice.
3
4 | Q. Have you previously testified before the Commission?
5 (1A Yes, I have provided testimony in a number of Commission proceedings on issues such
6 as regulatory policy, water utility acquisitions, utility financial issues, the System
7 Improvement Benefit (“SIB”) mechanism, and other topics. Dockets where 1 have
8 testified or submitted written testimony include:
9 . Arizona Water Company’s SIB proceeding (Docket No. W-01445A-11-0310);
10 . Global Water’s last rate case (Docket No. W-01212A-12-0309 et al.); and
11 . Arizona Water Company’s Application to Extend its CC&N (Docket No. W-
12 01445A-03-0559)
13 I have also given numerous presentations at regulatory workshops and industry meetings.
14
15 || Q. Please provide an overview of your testimony.
16 || A. I will rebut Staff’s and RUCO’s unwarranted and unprecedented proposal to create a
17 “regulatory liability” for Accumulated Deferred Income Taxes (“ADIT™). I explain that
18 this proposal should be rejected because:
19 . It is unprecedented and coﬁtrary to normal accounting;
20 . It is very poor policy, making utility consolidation much more difficult;
21 . It fails to recognize the tax‘consequences of the asset sale; and
22 . It also appears to violate federal tax normalization rules, which could result
23 in serious negative consequences for EWAZ’s ratepayers.
24 In addition, my testimony will describe the benefits of consolidation in the water utility
25 industry, and then will describe some of the policy options available to the Commission. I
26 will also respond to Mr. Michlik’s and Mr. Becker’s testimony on acquisition issues.
27
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Proposed regulatory liability for ADIT.

What is ADIT and how does it impact rate base?

ADIT occurs due to differences between régulatory and tax accounting. The primary
difference is in depreciation. For regulatory purposes, straight line depreciation is used,
while accelerated depreciation may be taken in certain tax situations. This creates a
temporary tax benefit to the utility, which is reversed over time as regulatory depreciation
catches up to the accelerated tax depreciation. This temporary tax benefit is referred to as
ADIT. For regulatory purposes? ADIT is considered a non-investor supplied sburce of

capital, and is thus treated as a reduction to rate base.

What happens to ADIT in an asset sale?
Because the ADIT relates to the income taxes of the seller, it remains with the seller. No
ADIT is carried over to the buyer, although the buyer will begin recording new ADIT after

the purchase.

However, because the seller no longer owns the assets that generate the depreciation, the
taxes are no longer deferred; the regulatory and tax differences are trued up. In other

words, the previously deferred taxes become due.

Thus, ultimately, the ADIT will no longer exist, for either the seller or the buyer. Because
the ADIT will not exist, it is not appropriate to recognize it for ratemaking purposes.
Staff’s and RUCO’s proposed “regulatory liability”, in essence, means pretending that

ADIT still exists when it does not.

In my experience, “pretending” and “accounting™ are not things that go well together.

Ratemaking should reflect economic realities, and the reality is that these taxes will no
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longer be deferred.

What about Staff’s and RUCQO’s argument that the loss of the ADIT will harm
ratepayers?

Their analysis is incomplete and speculative. ADIT will not be the only thing to change.
For example, as Mr. Becker notes, “EWAZ has a capital structure that is more favorable to
the ratepayers.” (Becker Direct at page 10, line 9). Mr. Becker calculates the value of this
change as $29,000 per year. In addition, the “value” of the regulatory liability of as an

offset to rate base will be lower due to EWAZ’s lower cost of capital

As Mr. Liu and Mr. Fleming testify, the Willow Valley system should also benefit from
economies of scale under EWAZ’s ownership. Certainly, there will be less need to make
the eight hour round trip from the Phoenix metro area to Willow Valley, given that EWAZ

has a large operation with a number of employees in the Mohave County region.

What are the policy implications of the proposed regulatory liability?
The regulatory liability is very poor policy. That recommendation will not only end this
transaction, it will establish a phenomenally high level of regulatory uncertainty that will

make consolidating Arizona’s water industry impossible

That’s a strong statement. Please explain.

What Staff and RUCO are proposing is unprecedented—they are proposing to take a tax-
related liability from one company and assign it to another company as a condition of
acquisition. If this is upheld by the Commission everyone looking at purchasing an
existing, ongoing entity will have to consider that every potential liability will be included,

by regulatory fiat. In this transaction, we have an asset sale. Yet Staff and RUCO are

proposing to go beyond the assets and into the stock ownership and assign a liability from
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the stockholders of the selling entity to the stockholders of the purchasing entity.

How could creating a regulatory liability discourage water utility consolidation?

As Mr. Fleminé explains, the regulatory liability will significantly reduce rate base. And if
rate base is significantly reduced each time a utility is sold, there will be significant

disincentive for acquisitions of water utilities. Because the rate base will be higher before

the sale than after, the utility will be more valuable in the current owner’s hands—even if
the current owner has difficulties providing service, lacks access to capital, and is lacking

in the technical and engineering areas. | Basically, if this proposal is adopted, the

Commission will be sending a strong message to both potential buyers of water utilities

(including troubled water utilities), and sellers of water utilities, and that message will be

“don’t buy any utilities” or “don’t sell your water utility”. That is not the message the

Commission should send.

Moreover, it would be a precedent that is interpreted to mean much more than ADIT.
Water companies watch every major decision of the Corporation Commission to determine
the regulatory environment. If the Staff and RUCO recommendation is upheld, water
companies will certainly recognize that the Commission is going to go into every proposed
acquisition with an eye toward stripping value from the deal. What next? Staff and RUCO
are experts at many things, one of those things is finding ways to reduce rate base. But if

that approach is rolled into acquisitions, then acquisitions will never occur.

Is there any precedent for the proposed regulatory liability?

I am not aware of any case where such a regulatory liability has been created.

Are there other issues with the proposed “regulatory liability” regarding ADIT?

Yes, it may create serious tax risks that could harm ratepayers. A similar situation
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occurred in an asset sale in Nebraska. The Nebraska Staff recommended transferring the
ADIT from a prior owner to the new owner. That raised serious tax questions. Before |
explain, let me issue the standard caveat: I am not an attorney, nor am I a tax accountant.
I am not opining on the tax consequences raised by the forced transfer of ADIT from one
owner to another—but with my experience assessing regulatory risk for Wall Street
firms, and with advising utilities on regulatory risk, and with my experience in utility

acquisitions, I find this to be a serious issue the Commission must consider.

The Nebraska company’s witness, Mr. Lovinger, appears to be highly knowledgeable on
this issue and explained that the ADIT issue would violate IRS tax normalization rules.

A copy of this testimony is attached as Attachment Walker-1.

He explained that, “if the regulators were to require a flow-through of tax benefits or use
the prior owner’s ADIT balance in the computation of rate base, this act would cause a
violation of IRS regulations and the utility would be prevented from computing
accelerated depreciation pursuant to IRC Section 168. As a result, ratepayers would pay
higher rates in the future due to the increase in rate base caused by the loss of accelerated
tax depreciation. Further, the utility would need to raise additional capital since it could
not count on interest free loans generated from the use of accelerated tax depreciation.”

(Lovinger Testimony at page 12).

Do other authorities address the issue?

Yes. Both the second edition of Professor Bonbright’s Principles of Public Utility Rates
(1988)(under the heading “Normalization verses Flow-Through of Accelerated
Depreciation Tax Benefits”, pages 286 to 290) and Professor Charles F. Phillips, Jr.’s The
Regulation of Public Utilities (1984)(under the heading “Interperiod Income Tax

Allocation,” pages 267 to 273) discuss the historical debate between the flow through
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method and the normalization method, and how the normalization method became
standard due to Congressional action restricting the flow through method by prohibiting
utilities from taking accelerated depreciation unless normalization is used. Copies are

included as Attachment Walker-2 (Bonbright) and Attachment Walker-3 (Phillips).

Are you testifying that Mr. Lovinger is correct?

Again, ’'m not a tax expert. But as a matter of regulatory policy, I am testifying that the
Commission should fully vet this issue and understand the consequences to EWAZ and
its ratepayers before considering creating a regulatory liability for ADIT. Staff’s and

RUCQ’s testimony do not address the tax normalization issue.

Please summarize your testimony on the proposed regulatory liability for ADIT.

The Commission.should firmly reject the proposed regulatory liability. The proposal is
unprecedented, and if adopted, would make future consolidation very difficult if not
impossible. Moreover, the proposed regulatory liability does not reflect the economic

reality that the tax deferral ceases upon the asset sale.

Benefits of Consolidation of Water Companies.

Why is cvonsolidation of water companies important?

Arizona water utility sector is highly fragmented. While there are a few large,
sophisticated entities, the vast majority are small operations with limited technical,
managerial or financial capabilities. Arizona’s multitude of small utilities are a constant
source of problems. Some fail spectacularly, causing massive Commission involvement
to clean up the mess — often requiring more capable utilities like Global to assume the
role of “interim manager”. Others are time bombs waiting to go off — just one failed

pump, ruptured tank or broken main away from collapse and without the resources to
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respond to any problems. Still others limp along, lacking resources, expertise and
economies of scale. Moreover, small utilities lack the capacity to build the regional
infrastructure needed for sustainable water use and reuse. Similarly, many of the small
water systems have difficulties meeting current drinking water regulations, and many

more would be hard pressed to comply with new federal mandates.

What benefits can larger companies provide?

Larger companies simply have more resources, with engineers, accountants and other
professionals on staff. Larger companies typically will have much better access to
capital, with the potential to raise debt capital by issuing bonds, as well as term loans or
lines of credit with major financial institutions. The same is true for equity capital; large .
companies may raise equity capital directly through the capital markets if they are

publicly traded, or indirectly from parent entities or private investors.

Are there other potential benefits to consolidation by a larger utility?

Yes. Depending on the location of the acquired utility, there may be additional benefits if
the purchasing utility has a system nearby. For example, a utility with a large system
nearby could potentially interconnect the smaller company into its system. Or perhaps in
the longer term, the smaller system could be included in future regional infrastructure
projects. And even if the systems are not physically interconnected, there will be
economies of scale from being part of a larger operation. For example, a single regional
supervisor could oversee both the existing system and the smaller system. Another
example is that the cusfomers of the smaller system could have access to a call center,

which could offer longer hours of operation, at a lower cost, than a single customer

service representative for a small system.
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IV.

Policies that can encourage consclidation.

Are there policies that can support consolidation?

Yes, there are numerous policies that could support consolidation. Some examples
include acquisition adjustments, ROE adders, and allowing developers to pay for
consolidation through ICFA agreements. There are many regulatory tools that can be
tried. The problem is not the lack of tools, it is that the tools have stayed in the toolbox

for decades.

You said that these tools have stayed in the toolbox. Please explain.

We have been talking about promoting consolidation through acquisitions for many
years, but very little action has been taken. For example, in Global’s 2009 rate case,
Staff’s witness, Linda Jaress, testified that acquisition adjustments were a policy tool that
could be used to promote acquisitions.! But she testified that since the early 1990°s, she
was aware of only two instances where the “policy tool” of acquisition adjustments were
the Commission approved.” She also testified that “the Commission has a long practice

of not allowing acquisition adjustments™.

Similarly, in that case, the Staff recommended against using ICFAs as a means of having
developers pay for consolidation; instead Staff recommended and the Commission
approved treating approximately $60 million of deve.loper money spent on acquisitions as
CIAC. In Gldbal’s 2012 rate case, the CIAC imputation was reversed, but Global was

prohibited from ever using ICFAs agéin.

! Hearing Transcript, page 788, Docket No. SW-20445A-09-0077 et al.
? Hearing Transcript, page 788 to 790, Docket No. SW-20445A-09-0077 et al.
3 Hearing Transcript, page 792, Docket No. SW-20445A-09-0077 et al.

9
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Mr. Michlik refers to the 2001 Staff Proposed Policy on Acquisitions. How do you
respond?

That proposal was part of the Commission’s 1999 Water Task Force. I am shocked that
Mr. Michlik referred to the proposed policy favorably. Frankly, the 1999 Water Task
Force was a disaster as a policy initiative. A huge amount of effort went into the Task
Force, both from the Staff and the industry. The Water Task Force came up with many
good ideas, but few of them were ever implemented. The Staff Proposed Policy was never
adopted by the Commission. The Task Force Report recognized the need for changes in

Arizona’s regulatory system, but those changes never came.

Mr. Michlik also refers to the RUCO / Responsible Water White Paper on
Acquisitions. How do you respond?

As a co-author of the report (with Pat Quinn when he was RUCO Director), I am proud of
the work we did. But this too was a complete failure. RUCO backed out of the report, and

the recommendations in the report have not been adopted.

Furthermore, Mr. Michlick was careful to only cite the portions of the white paper that
bolstered his argument. I would like to bring the Commission’s attention to other
portions of the white paper that do support the policy reasons that support the acquisition

and EWAZ’s proposal to enact a new approach, a new tool, for incenting consolidation.

What portions of the white paper that you co-authered with Mr. Quinn support the
acquisition and EWAZ’s recommended approach to dealing with the acquisition
premium?

First and foremost, in Section One: The Policy and Factual Landscape of Arizona Water _
states that there are three major forces that confront the Arizona water industry:

Economic Facts, Environmental Reality, and Regulatory Principles. Mr. Quinn and I

10
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explain that those three forces have an interplay with each other — economic facts and
choices shape regulatory policy, environmental reality shapes regulatory policy and
affects economic facts. The three major forces all work in relation to each other,

constantly, to define the world for Arizona water companies.

What economic facts did you discuss in the paper as having an effect on
consolidating the industry?

Economies of Scale and Small Firm Capital Attraction challenges are persistent
economic facts that affect the long-stated policy goal of the Corporation Commission to

incent and encourage the consolidation of Arizona’s highly fragmented water industry.

How does Economies of Scale relate to the proposed transaction between EWAZ
and Global Water?

In the discussion of Economies of Scale, we wrote: “A utility requires not just the day-to-
day operational staff; it also requires a management team to oversee the accounting,

capital improvement plans, financing, environmental compliance and reporting, human

_resources, and investor relations.” 4

In this transaction, the management team that will oversee the capital improvement plans
and projects of Willow Valley will be located much closer to Willow Valley. While it is
true that the other elements of Economies of Scale are largely distance indifferent, when
it comes to overseeing construction there is no substitute for “boots on the ground”.
EWAZ has operations within a few miles of Willow Valley, Global’s management is
located 200 miles away. By no means am I suggesting that Global cannot oversee
construction projects, but it is indisputably true that EWAZ will be able to react to and

travel to construction challenges and sites much, much more quickly and easily than

4 Page 6

11
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Global. This benefits customers because if and when problems arise, EWAZ will be able
to put “boots on the ground” almost immediately. And with the looming infrastructure |

needs and the scope of the construction required in Willow Valley, that will matter.

How does Small Firm Capital Attraction Challenges relate to this transaction?

Global has already invested over $3 million into the Willow Valley system, as Mr.
Fleming explains in his testimony. This investment has had an incredible impact in
improving the system for the customers. Yet, as Mr. Fleming also explains, the
distribution system itself is in need of significant capital investment. EWAZ proposes, in
this transaction, to invest $1 million into Willow Valley to address this need — as a result
of EWAZ’s proposal, Willow Valley will be able to address and resolve that challenge

much more quickly.

The second “major force” that you and Mr. Quinn described was “Regulatory
Principles”, how does that section of the white paper relate to this transaction?

We wrote that “There are three key regulatory principles that must be strictly adhered to
should Arizona move forward with a policy and incenﬁves to encourage consolidation of
the Arizona water and wastewater industry: Cost Causation, the Equity Principle, and

Sustainability.”

How does the issue of Cost Causation relate to this transaction?

We then wrote, “The reality is this: Consolidations and Acquisitions come with costs —
and those costs must be recovered in a fair and manageable manner...Investors and
customers are, quite literally, in the same position here: Both éan benefit from a stronger,

more consolidated industry, the key is to understand how to balance these costs.”

> Page 8
® Ibid
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In the transaction, the acquisition price reflects a premium that cost is real, EWAZ will
have to pay Global more than the book value of Willow Valley. For the customers to
gain the benefits of management more proximate and a $1 million 'prograrn of

improvements to be enacted in the near term, the acquisition premium is a real cost.

Do the other principles relate to this transaction, i.e., the Equity Principle and
Sustainability?

They do tie in as we describe in the following section: “If done correctly, establishing a
consolidation enébling framework for Arizona water companies will integrate these three
principles in a more holistic way. First, the true cost of one’s water system may be hidden
from customers if needed upgrades are not made or systems are neglected. Second,
equity is a principle that is dependent on one’s time horizon.r In the medium to long run,
the consolidation of two water systems may bring resiliencies and efficiencies that
overcome short run inequities. Third, sustainability comes when the true long run costs of
operating a successful water system are recovered and allocated within a system that is
resilient and efficient. Smart consolidation between companies should leverage all three
of these principles in a way that delivers long-term net benefits to all ratepayers

involved.”

EWAZ’s proposal to invest $1 million in the near term will result in beneficial upgrades
for the customers; in the medium to long term the consolidation and proximity of
EWAZ’s existing systems should bring resiliencies in staffing and efficiencies in

management; and the result will be a system that is more resilient and efficient.

13
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The final “major force” that you and Mr. Quinn wrote about was Environmental
Reality. How does that relate to this transaction?

In our white paper we cautioned against viewing consolidation as a “least cost” option —
in the long term, it will be the least cost. But in the near term, we wrote that “While
economies of scaled [sic] will provide downward pressure on prices and rates, it must be
clearly understood that consolidating and strengthening Arizona’s water infrastructure
will be a massively expensive effort that will take decades. So, economies of scale and
consolidation will not result in decreasing rates in the near term — they will only provide
downward pressure as Arizona deals with, and invests in, its 21% Century water
challenge. Drought, volatile and diminished Colorado River suppliés, desalination,
reclaimed water and increased monitoring and conservation efforts are each costly, and

all necessary and prudent to secure Arizona’s water future.”

Likewise, Mr. Michlik brings up the March 19, 2012 Staff Report in the generic water
financing docket. Please respond.

This report was the result of a series of workshops that the Commission ordered in
Decision No. 71878, the order in Global’s 2009 rate case. Workshops were held in 2011.
Again a great deal of industry and Staff effort went into this procesé. And again there was
no result. The Staff Report acknowledges that acquisition adjustments can be an
appropriate policy tool, yet it notes that only two have been approved by the Commission.
[Report at page 3]. Again a report has been produced, only td gather dust on the |

bookshelves.

What about the specific limits on acquisition adjustments proposed. in the Staff
Report?
These seem quite restrictive. In particular, the requirement to wait for a rate case to find

out whether an acquisition adjustment has been approved does not seem appropriate. In

14
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many cases, whether the acquisition adjustment is approved will drive the economics of
the deal, and the decision to close the deal or not would then depend on the approval of the

acquisition adjustment.

Were the recommendations of this Staff Report adopted in Global’s subsequent rate
case?

No.

Is there a regulatory principle that supports allowing acquisition adjustments?

Yes. Professor Bonbright, in his classic treatise, Principles of Public Utility Rates, stated
in Chapter XII, Original Construction Cost Versus Subsequent Acquisition Cost, that “if
the transfer... was an essential, or at least a desirable, part of a program of integration,
justified in-the public interest for the purpose of securing operating efficiencies... a claim
by the present company that its purchase of the acquired properties was, in effect, a

devotion of capital to the public service, cannot be dismissed as without merit.” ] 6

And furthermore, Professor Bonbright wrote in Chapter XIII, The Depreciation or

Amortization of Acquisition-Adjustment Costs, that assuming the utilities commission

found the acquisition was in the public interest (as earlier outlined) then the cost above
book should be amortized — but “an arbitrary rate, such as characterizes accounting

practice with respect to some intangibles, may be chosen.” 3

Is Willow Valley taking a position on the EWAZ’s acquisition adjustment
mechanism?

While we are not taking a position on the specifics of EWAZ’s proposed mechanism, I
think EWAZ’s proposal should be seriously considered. My point is that doing ndthing
will get us nothing. My good friend, David Tenney, the Director of RUCO, likes to quote

15




1 the maxim of college wrestling’s greatest coach, Dan Grable, who said “If nothing
2 changes, nothing changes.” |
3
4 In the past 16 years, nothing has changed with regard to consolidating the Arizona water
5 industry — meanwhile, Pennsylvania continues its consolidation approach and has gone
6 from over 500 water companies to under 150. ICFAs were a phenomenal tool for allow
7 developers to pay for water utility consolidation, and the RUCO Responsible Water white
8 paper had numerous recommendations—neither was implemented and nothing changed.
9 But if we try new things we will learn new things—and if we don’t try new things, as Mr.
10 Tenney likes to say “nothing changes.”
11
12 There current fragmented structure of the water utility industry is the result of the policies
13 and practices of the Commission. Policy change must happen if a change is desired.
14 There are plenty of policy options; what has been lacking is actual action on those options.
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. EDUCATIONAL BACKGROUND AND PROFESSIONAL QUALIFICATIONS
PLEASE STATE YOUR NAME AND BUSINESS ADDRESS.

My name is Alan R. Lovinger and my business address is 1155 15th Street, NW,
Suite 400, Washington, DC 20005.

BY WHOM ARE YOU EMPLOYED AND IN WHAT CAPACITY?

|- am a Vice President with the firm of Brown, Williams, Moorhead & Quinn, Inc.
WHAT SERVICES DOES THE FIRM OFFER?

The firm provides technical and policy assistance to various segments of the natural
gas, electric and oil industries on business and regulatory matters.

PLEASE STATE YOUR EDUCATIONAL BACKGROUND AND EMPLOYMENT
EXPERIENCE,

| graduated from Bryant University in 1965 with a B.S. Degree in Business
Management. That same year, | enrolied in an MBA program at Texas Tech
University majoring in Accou'nting. Prior to joining Brown, Williams, Moorhead &
Quinn, | was employed by the Federal Energy Regulatory Commission as a Senior
Accountant, for twenty-five years, from 1966 to 1969 and from 1976 to 1998. My
work at the Commission primarily related to cost of service matters with an
emphasis on income tax issues. | provided expert testimony on accounting and
accdunting-related policy matters before the Commission. | also presented expert
testimony on cost of service matters and provided accdunting and tax advice and

assistance on various projects, including construction of facilities to serve new or

_ expanded markets. | also represented the Commission in dealings with the internal

Revenue Service on income tax issues relating to tax normalization that arose in

various rate proceedings and assisted the Commission on rulemakings for such cost

“of service matters as tax normalization, cash working capital, and post-retirement

Benefits Other than Pensions.

Pre-Filed Direct Testimony of Alan R. Lovinger




1 Between 1970 and 1976, | was employed as an Internal' Revenue Agent and

' 2 in that capacity | was involved in the auditing of individuals, partnerships and
3 publicly held corporations.
4 Il. PURPOSE OF TESTIMONY

5 Q. WHAT IS THE PURPOSE OF YOUR TESTIMONY IN THIS PROCEEDING?

6 A | will address the IRS tax normalization rule and its impact on the appropriate level

7 of Accﬁmuiated Deferred Income Taxes (“ADIT") used in the computation of rate

8 base in this proceeding and | will explain why the computation is consistent with

9 regulatory accounting regulations and requirements of the Internal Revenue Service
10 Tax Normalization Rules.

11 Q. PLEASE EXPLAIN THE ISSUE RELATED TO THE COMPOSITION OF ADIT

12 USED FOR RATEMAKING.
13 A The Internal Revenue Regulation §167 provides a deduction for a reasonable
‘ © 14 allowaﬁce for the exhaustion, wear and tear of using property in a trade or business.
15 Section 167 cross-references Section 168 for determining depreciation deductions
16 for most property placed in service after 1980. Section 168 was added in 1981 to
17 provide for more liberal methods and lives than previously allowed under Section
18 168. Section 168 was amended in 1986 and provides for the Modified Accelerated
19 - Cost Recovery System (“MACRS"). MACRS generally applies to tangible property
20 placed in service after 1986, Both SourceGas Distribution and the previous owner of
21 SourceGas Distribution’s assets used MACRS in the computation of depreciation
22 expense in their respective income tax returns. For ratemaking and financial
23 statement purposes, utilities use a straight-line method for determining depreciation
24 expense. Consequently, the different methods of calculating annual depreciation
25 expense for tax and financial purposes on utility depreciable assets produce what is
. 26 commonly termed book/tax timing differences. The current ratemaking method as
Pre-Filed Direct Testimony of Alan R. Lovinger




1 permitted by the NPSC is to recognize book/tax timing differences prescribed by

. 2 Section 168 is tax normalization.
3 i. BACKGROUND OF THE INTERNAL REVENUE SERVICE NORMALIZATION
4 REQUIREMENT

5 Q. CAN YOU PLEASE EXPLAIN THE BACKGROUND OF THE INTERNAL
6 REVENUE SERVICE NORMALIZATION REQUIREMENT?
7 A Yes. To understand the IRS Tax Normalization requirement, it is helpful to begin
8 with the background of the rule. Congress enacted accelerated depreciation in 1954
9 to encourage industrial éxpansion. Accelerated depreciation defers taxes that a
10 company would otherwise pay. Congress perceived this deferral of taxes as an
" interest free loan, which can be used by companiss for capital improVements and
12 - expansion that would stimulate the post World War |l economy.

13 Q HOW DID REGULATORY BODIES TREAT ACCELERATED DEPRECIATION

‘ 14 AFTER CONGRESS ENACTED IT IN 19547
A ]
15 A Initially, regulators had two choices. They could choose either a Flow-through
16 method of regulation or a Normalization method.

17 Q COULD YOU EXPLAIN THESE TWO METHODS OF HANDLING ACCELERATED
18 DEPRECIATION?

19 A Yes. Let me first explain the Flow-Through method. In this method, the regulators

20 allow the regula_tedutility to collect in its cost of service for tax expense only what it
21 actually pays. In the early years of an asset, the lower income taxes that result from
22 accelerated depreciation “flow-through” to the utility’'s customers. In essence, the
23 regulator gives the customers the government “loan” to use. Under this method,

24 later customers will have to pay the higher tax bill because while accelerated

25 depreciation results in lower taxes initially, ultimately those lower taxes are paid to
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1 the IRS in the later years of the assets' useful life when less depreciation can be

. 2 claimed for tax purposes.
3 CAN YOU EXPLAIN THE OTHER METHOD KNOWN AS “NORMALIZATION"?
4 A Yes. Under the Normalization Method, the utility customers pay the same amount
5 for tax expense in the cost of service that they would have paid Had the taxes paid
6 by the utility been calculated using straight line depreciation. Under this method, the
7 utility collects from its customers more in taxes than it pays the IRS during the early
8 years of the assets' useful life. The income tax effect of the bookAax timing
) difference is recorded in a deferred tax account. The deferred tax account for
10 utilities subject to the Federal Energy Regulatory Commission’s Uniform System of
11 Accounts is Account No. 282, Accumutated Deferred Income Taxes — Other
12 Property. The “deferred” taxes are removed from Account No. 282 in the later years
13 of the asset life when the utility pays higher taxes to the IRS than it collects from its
. 14 customers in rates. The point in time when the utility begins to drawn down on the
15 ADIT associated with a particular asset is referred tb as the “cross-over” point.

16 Q SO UNDER THE NORMALIZATION METHOD, IS IT CORRECT THAT THE
17 : UTILITY KEEPS THE IRS “LOAN"?

18 A Not entirely. Under the Normalization Method, the utility does not keep the fuil

19 advantage of the IRS “loan” because the amount of ADIT is deducted from rate

20 base; however, the utility has the unrestricted use of the funds until the loan is paid
21 back. The ratepayers share in the benefit of normalization because this cost free
22 capital, ADIT, is used as a reduction to rate base; consequently, ratepayers do not
23 pay a return on the funds that the utility received as a loan from the IRS. The

24 utility’s deduction of ADIT from rate base in later years decreases, after the “cross-
25 over” period, as prior period deferred taxes are paid to the government.

Pre-Filed Direct Testimony of Alan R. Lovinger




‘ Q. WHICH METHOD DID REGULATORS USE -- THE FLOW-THROUGH METHOD

2 OR THE NORMALIZATION METHOD?

3 A For many years after Congress introduced accelerated depreciation, regulatory

4 agencies did not hold consistent positions regarding rate treatment. Regulators

5 handled accelerated depreciation differently, depending upon how they‘ viewed

6 accelerated depreciation and whether the advantages of this “loan” should accrue to
7 the customers or to the utility and depending upon the regulator’'s view of the need
8 to match the income tax allowance in the cost of service to the incurrence of the

9 -utility’s tax liability.

10 Q DID THAT CHANGE?

11 A Yes. Ultimately, Congress became concerned that “flow-through” decisions by
12 regulators, which passed. on the tax deferral to the customers, resulted in a
13 “doubling of the Government's loss of revenue, from the use of accelerated methods

. 14 of depreciation for tax purposes. This is because the flow-through of the tax

15 reduction reduces the rates charged to customers, which in turn reduces the utility’s

16 taxable income and therefore reduces its income tax. This second level of tax

17 : reduction is passed on to the utility’s customers, with the same effect.” H.R. Rep 94-

18 413, 91st Cong., 1ST Sess. 1969, 1969 U.S.C.A.N. 1645, 1969 WL 5895 at 121.

19 Q. SO WHAT DID CONGRESS DO ABOUT THIS CONCERN RELATED TO FLOW-

20 THROUGH TREATMENT BY REGULATORS?

21 A, In the Tax Reform Act of 1969, Congress enacted a rule in Section 441 of the Tax

22 Reform Act, which added § 167 (l) to the internal Revenue Code. This rule basically

23 provided that if a taxpayer is taking accelerated depréciation and is not normalizing

24 its deferred taxes, then it must use the straight line method when determining its

25 depreciation expense for federal income tax purposes. Congress considered no
‘ 26 longer permitting utilities to use accelerated depreciation. However, Congress
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1. believed that removing accelerated depreciation from regulated utilities wouid place

‘ 2 the utilities at an unfair competitive disadvantage both in terms of the sale of their
3 products and services and their attractiveness to equity investors. Id. at 122. The '
4 legislative history reflects that Congress intended to remove regulatory agencies’
5 ability to require flow-through of deferred taxes. As stated in the legislative history,
6 regulatory agencies “will be permitted to in effect force the taxpayer to straight line
7 depreciation by not permitting normalization. The regulatory agency will not, in such
8 cases, be permitted to require flow through of deferred taxes.” id. In other words, as
9 a practical matter, Congress took away a regulatory agency’s ability to order flow-
10 through of deferred taxes by taking away the utilitiés’ ability to use accelerated
11 depreciation in the event the regulator ordered the flow-through method of
12 accounting.
13 Q. DID CONGRESS BELIEVE THAT ACCELERATED DEPRECIATION WAS GOOD
. 14 FOR BOTH THE UTILITY AND ITS CUSTOMERS? |
15 A Yes. The 1969 tax change was at iséue in a case that went to the United States
16 Supreme Court.. This case involved Texas Gas Transmission Corp.’s request for
17 permission from the Federal Power Commission to use accelerated depreciation
18 with normalization with respect to its post-1969 expansion property. Federal Power
19 Comm'n v. Memphis Light, Gas & Water Div., 41 U.S. 464, 93 S.Ct. 1723 (1973),
20 The Supreme Court opinion discussed the fact that accelerated depreciation is good
21 for both the customers and the company: _
22 . "[Accelerated depreciation with] normalization in computing the tax
23 allowance for rate purposes . . . offers more hope for stability of
24 rates for its customers and more assurance that the company can
25 earn its fair rate of return without future rate increases. Further
26 benefits of normalization are that it will improve the company’s
27 . before tax coverage of interest, thereby enhancing the quality of its
28 securities, and that it will help alleviate present day cash
‘ 29 shortages.” Id. at 465.
Pre-Filed Direct Testimony of Alan R. Lovinger 6




1 Q ARE YOU AWARE OF ANY ADDITIONAL SIGNIFICANT EVENT RELATED TO
. 2 TAX NORMALIZATION?

3 A 'i'here are two other signiﬁcént events: the Economic Recovery Tax Act of 1981 and

4 the IRS Normaﬁzation Regulations.

5 Q COULD YOU EXPLAIN HOW THE 1981 ACT RELATES TO ACCELERATED

6 DEPRECIATION?
7 A Yes. The 1981 Act requires the normalization approach by regulators as a condition
8 for accelerated depreciation by public utilities of post-1981 properties. S.Rep. 97-
9 144, at 56 (1981), as reprinted in 1981 U.S.C.C.A.N. 105, 161. The purpose of the
10 1981 amendment was to provide an investment stimulus that Congress viewed as
11 essential for economic expansion. Congress viewed accelerated depreciation as a
12 way of increasing the profitability of investment and encouraging businesses to
13 replace old equipment and structures with modem assets that refiect better
. 14 technology. Congress was trying to restructure the depreciation aeduction ...asa
15 way of stimulating capital formation, increasing productivity and improving the
16 nation’s competitiveness in international trade. 1d. at 1981 U.S.C.C.A.N. 105, 152.
17 : Congress was also trying to make the rules simpler. id. The legisiative
18 history of the 1981 Act makes it clear that Congress viewed “deferred taxes” as an
19 : interest-free loan to the utility. Id. at 149. The utility is able to use this money in lieu
20 ' of funds that otherwise would have to be obtained by borrowing or raising equity
21 ca'pital. id. Thus, Congress did not want to allow accelerated depreciation uniess the -
22 regulatory body used the normalization method to account for it. This is why the act
23 states that the amount of capital that is deducted from rate base must not exceed
24 the amount of the deferred taxes recorded in compliance with tax normalization.
[ _
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1 IV. IRS NORMALIZATION RULE

‘ 2 Q WITH THAT BACKGROUND, COULD YOU EXPLAIN THE IRS NORMALIZATION

3 ’ RULE?
4 A Yes. The tax normalization method of accounting, Regulations Section 1.167(1)1(h),
5 requires a utility that uses accelerated depreciation to use the straight-line method
6 of depreciation (a straight-line method that matches annual book depreciation
7 expense, i. €. service life and rate) in computing its tax expense and its depreciation
8 expense for purposes for establishing cost of service for ratemaking purposes. The
9 Regutations further require the utility to calculate the annual tax effect of book/tax
10 - timing differences and record the increase or decrease on its books in a deferred tax
11 account. Thé Regulations further require that the ADIT balance be used as a
12 reduction to the utility's rate base. A
13 However, if the regulator requires the utility to continue to carry an ADIT
. 14 balance on its books when that ADIT balaﬁce has been eliminated, the utility would
15 be prevented from using accelerated depreciation in current and future years. Thus,
16 the utility would not get the benefit of ény tax savings from accelerated depreciation
17 and the cost free capital associated with the book/timing difference.

18 Q. PLEASE PROVIDE MORE DETAILS AS TO THE HARM A UTILITY WOULD

19 INCUR IF IRS DETERMINED THAT A VIOLATION OF THE TAX
20 NORMALIZATION RULES WERE TO OCCUR IN THIS RATE CASE.
21 A As stated above, Congress originally enacted the normalization rules to ensure that
22 the capital formation benefits of accelerated depreciation be retained by the utility
23 and for the ratepayer to benefit from reduced rates through the adjustment to rate
24 base. The intent of the tax normalization is to prevent régulators from passing the
25 benefits of accelerated depreciation to ratepayers by reducing the income tax

‘ 26 allowance. The normalization rules dictate that accelerated depreciation deductions
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. 1 determined under Section 168 do not apply to any utility property if the taxpayer

2 does not use normalization method of accounting. Tax normalization rules also

3 require that ADIT reserve be reduced to reflect asset retirement. Thus, when a utility
4 that owns bublic utility property that it depreciates uhder an accelerated method for
5 _ tax purposes sells public utility assets, it vis required by the normalization rules to

6 eliminate all associated deferred taxes recorded in Account No. 282 to reflect the

7  retirement of those assets. '

8 Q. DOES THAT COMPLETE YOUR EXPLANATION OF THE BACKGROUND OF
o . THE IRS TAX NORMALIZATION RULES? |
10 A Yes.

11 : V. APPLICATION OF THE TAX NORMALIZATION RULE IN THIS CASE

12 Q. PLEASE DESCRIBE THE TRANSACTION THAT RESULTED IN SOURCEGAS
13 DISTRIBUTION ACQUIRING UTILITY ASSETS FROM KINDER MORGAN. -

. 14 A SourceGas Holdings LLC is a Delaware limited liability corhpany that was formed in

15 2006. SourceGas Holdings is fifty percent owned by an affiliate of the General

16 Electric Capital Corporation, and fifty percent collectively owned by Alinda

17 investments LLC, a private equity firm, and an affiliated Alinda equity fund.

18 SourceGas LLC is a wholly-owned subsidiafy of SourceGas Holdings. Immediately
19 . prior to the closing of fhe sale of the natural gas utility business by Kinder Morgan in
20 March 2007, Kinder Morgan, inc. contributed the natural gas utility assets that

21 constituted its natural gas distribution business to SourceGas Distribution LLC, a

22 Delaware limited liability company. When the sale was closed, SourceGas LLC

23 became the owner of 100% of the limited liability interests of SourceGas Distribution
24 LLC.

25 Q.  WHAT WERE THE TAX CONSEQUENCES TO THE SELLER WITH THE ASSET
. 26 SALE AS DESCRIBED ABOVE?
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: . 1 A The transaction was treated as an asset sale for federal income tax purposes.

2 Accordingly, the sale was recognized as a taxable transaction of the LDC assets
3 resulting in taxable gain or loss to KM. Under the Code, gain is determined by the
4 amount realized reduced by the seller's adjusted tax basis in the asset sold and is
5 reportable by the seller under Code Section 1001. ‘
6 KM 'has further obligations under tax normalization rules. When a utility that
7 owns public utility propefty that it depreciates under an accelerated method for tax
8 purposes sells public utility assets, it is required by the normalization rules to reduce
9 its deferred tax reserve to reflect the retirement of those assets. Accordingly, the
10 ADIT balance associated with the sold assets is removed from the seller's
11 _ regulatory books of account. This removal reflects the fact that utility's interest free
12 - debt is now payable to IRS to recognize the seller’s gain or loss on the sale of utility
13 assets, pursuant to Code Section 1001. The buyer takes a new basis in the
. 14 acquired utility asset§ that reflects the buyer's asset purchase price (referred to as a
15 step-up cost basis to reflect the fact that the new buyer has a higher basis than the
16 previous owner).

7 Q. WHAT IS THE SIGNIFICANCE OF THE STEP-UP IN THE TAX BASIS OF THE
18 UTILITY PROPERTY FOR SOURCEGAS DISTRIBUTION?

19 A As a result of the acduisition by SourceGas, the ADIT balance on KM's regulatory

20 books was reduced to zero in recognition of KM's taxable gain on its sale of utility

21 assets. Consequently, the purchased assets were recorded on SourceGas

22 Distribution’s books with a zero balance in the deferred tax account, Account No.

23 - 282. The transaction was treated as an asset purchase. Consequently, SourceGas

24 Distribution’s tax basis of the acquired assets increased, from what was KM's tax

25 basis for those assets just prior to the acquisition, to the acquired cost for those
. 26 assets, which for regulatory purposes was determined to be equal to the remaining
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' -1 net book basis of the depreciable plant on the date of the purchase. Because the

2 new tax basis established for SourceGas Distribution’s depreciable assets
3 exceeded the prior remaining tax basis on the books of KM, on a going forward
4 ,basis, SourceGas Distribution will recognize higher tax depreciation expense that
5 will generate more ADIT over the assets' depreciable lives than KM would have had
.6 . if the sale did not take place.

7 Q IS THERE ANOTHER REASON WHY SOURCEGAS DISTRIBUTION WILL

8 RECOGNIZE ANNUAL INCREASES TO ACCUMULATED DEFERRED TAXES

9 ABOVE WHAT KM WOULD HAVE GENERATED ON AN ANNUAL BASIS?
10 A Yes. Besides the fact that SourceGas Distribution has a larger tax depreciable
11 basis than that available to KM, SourceGas Distribution will depreciate the balance
12 ‘at an accelerated rate due to SourceGas Distribution’s election for the use of
13 MACRS. MACRS establishes a depreciable life for most of the acquired assets of

. 14 - 15 years. MACRS depreciation rates in the early years use accelerated rates that

15 decrease in each succeeding year. Thus, SourceGas Distribution will recognize‘
16 significantly more tax depreciation and accordingly higher yearly deferred tax
17 accruals than would have been recorded by KM had the acquisition not taken place.

18 Q. YOU TESTIFIED ABOVE THAT ON THE DATE OF SALE THE BUYER WOULD

19 HAVE A DEFERRED TAX BALANCE OF ZERO FOR TAX PURPOSES. WILL
20 SOURCEGAS DISTRIBUTION ALSO HAVE A DEFERRED TAX BALANCE OF
21 ZERO?

22 A Yes. Both SourceGas Distribution’s financial records and its regulatory books will
23 reflect a beginning zero balance for deferred taxes.

24 Q. DO SOURCEGAS DISTRIBUTION'S REGULATORY BOOKS ALSO BEGIN WITH
25 A ZERO BALANCE IN THE RESERVE FOR DEPRECIATION?

Pre-Filed Direct Testimony of Alan R. Lovinger

11




. 1 A No. The depreciable basis and the reserve for depreciation for rate purposes and

2 accordingly for SourceGas Distribution’s regulatory books remain consistent with the
3 depreciable basis and reserve reflected on the books of KM prior to the acquisition.
4 These balances are maintained to be consistent with the “original cost” regulatory

5 concept.

6 Q WHAT ARE THE RATE AND TAX IMPLICATIONS IF A REGULATOR DOES NOT

7 RECOGNIZE THE FULL IMPLEMENTATION OF TAX NO‘RMALIZATION RULES?
8 A The normalization rules dictate the regulatory treatment of income tax expense and
9 accumulated deferred income tax reserves or ADIT. The IRC further provides that
10 accelerated depreciation determined under IRC Section 168 does not apply to any
11 public utility property if the taxpayer does not use a tax normalization method of
12 accounting. Thus, a utility cannot use accelerated methods of depreciation for utility
13 4 property if that taxpayer does not comply with the tax normalization rules.
‘ 14 Simply stated, the tax normalization rules require a utility to maintain an
15 accumulated deferred income tax (ADIT) account for the tax effect of the difference
16 between regulatory book depreciation'and accelerated depreciation. The ADIT
17 recorded on the utility's regulatory books must be maintained in accordance with tax
18 normalization rules. The Internal Revenue Code (“IRC") further requires that the
19 ADIT balance be maintained in accordance with IRC Section 168 and that such
20 balance be used in the determination of rate base. Thus, if regulators were to
21 require a flow-through of tax Eeneﬂts or use the prior owner's ADIT balance in the
22 computation of rate base, this act would cause a violation of IRS regulations and the
23 utility would be prevented from computing accelerated depreciation pursuant to IRC
24 Section 168. As a result, ratepayers would pay higher rates in the future due to the
25 A increase in rate base caused by the loss of accelerated tax depreciation. Further,
®
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1 the utility would need to raise additibna| capital since it could not count on interest
‘ 2 free loans generated from the use of accelerated tax depreciation.

3 Q PLEASE IDENTIFY THE SPECIFIC IRC REFERENCE THAT PRESCRIBES THE

4 - METHOD USED TO DETERMINE TAX DEPRECIATION IF IRS DETERMINES

5 THAT A VIOLATION OF TAX NORMALIZATION HAS OCCURRED?

6 A. The specific reference is Internal Revenue Code Section 168(i)(9)(c) provides:

7 Public Utility Property Which Does Not Meet Normalization Ruies - In the case of

8 any public utility property to which this section does not apply by reason of '

9 subsection (f)(2), the allowance for depreciation under section 167 (a) shall be the
10 amount computed using the method and periods referred to in subparagraph (A)(i).
11 Subparagraph (A)(i) of Section 168(i)}(9) provides:

12 the taxpayer must, in computing its tax expense for
13 purposes of establishing its cost of service for ratemaking
14 purposes and reflecting operating results in its regulated
‘ 15 books of account, use a method of depreciation with respect
16 to such property that is no shorter than the method and
17 period used to compute its depreciation expense for such
18 purposes;
19 -
20 Thus, the Internal Revenue Code restricts tax depreciation to the utility's
21 regulatory depreciation method when there is a normalization violation.

2 Q. ARE YOU AWARE OF ANY IRS RULING IN WHICH A REGULATED UTILITY
23 INVOLVED IN A DEEMED SALE OF ASSETS WOULD HAVE INCURRED A
24 NORMALIZATION VIOLATION?

25 A, Yes, | am. On August 4, 1994, the IRS, in Private Letter Ruling 9447009, ruled that

26 there would be a normalization violation if, subsequent to the date of the acquisition

27 and deemed sale of assets of a natural gas transmission company, the natural gas

28 company’s rate base were reduced for the balance in the reserve for the ADIT
. 29 . attributable to accelerated depreciation én public utility property before the
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1 acquisition date. lts parent sold the gas company to the buyer pursuant to a Section

338(h)(10) transaction. Suéh transaction, athough structured as a stock sale, was

2

3 treated as an asset sale by the selling and buying corporations for tax purposes.
4 The IRS ruled that'because of the deemed sale of the seller's assets, the selier's
5 ADIT balance ceased to exist and had to be removed from the seller's regulated
6 books of account and could not be flowed through to customers. Further, the IRS
7 ruled that a normalization viblation would occur if the seller's ADIT balance that

8 existed before the a'cquisition were used to reduce the buyer’s rate base.

9 Q HOW DOES THE FEDERAL ENERGY REGULATORY COMMISSION'S

10 UNIFORM SYSTEM-OF ACCOUNTS ADDRESS THE ACQUISITION OF ASSETS

11 WITH RESPECT TO ADIT?

12 A The tax effect of the book/tax timing differences for plant investment is recorded in

13 FERC Account No. 282. With respect to the Regulations, Part 201, Account No.
. 14 - 282, Part D, the FERC specifically restricts the use of Account No. 282 to the.

15 ~ purpose for which the account was established. Deferred income tax recorded in

16 Account No. 282 must represent the tax liability due because of the recognition of -

17 ‘book/tax timing differences. Further, the regulations specifically restrict transferring

18 - any balance to retained earnings or making any other use thereof, except as

19 provided by instructions to Account No. 282. The instructions state that:

20 “Upon the disposition by sale, exchange, transfer, abandonment or

21 premature retirement of plant on which there is a related balance

22 herein, this account shall be charged with an amount equal to the

23 related income tax expense, if any, arising from such disposition . . ."

24 Thus, the FERC rules recognize that upon an asset sale (or a deemed asset

25 sale for income tax purposes as is the case with SourceGas Distribution), the

26 _seller's ADIT balance is extinguished since any deferred taxes are due and payabie
‘ 27 by the seller at the time of sale.
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‘ 1 Q.  HAVE YOU DISCUSSED THE PROCEDURES USED BY SOURCEGAS
| 2 DISTRIBUTION IN THE COMPUTATION OF ADIT RECORDED IN ACCOUNT NO.

3 282 TO BE USED IN THE COMPUTATION OF RATE BASE IN THIS

4 PROCEEDING AND, IF SO, WHAT IS YOUR CONCLUSION?

5 A Yes, | have discussed those procedures and it is my opinion that SourceGas
6 Distribution_has put in place on its books all of the necessary steps needed to
7 properly determine an ADIT balance that will be fully compliant with the

8 requirements of tax normalization and the Uniform System of Accounts. -

9 Q. IN YOUR OPINION, HAS SOURCEGAS DISTRIBUTION TAKEN THE
10 APPROPRIATE STEPS NEEDED TO AVOID A NORMALIZATION VIOLATION?
1M1 A Yes.
122 Q. DOES THAT CONCLUDE YOUR TESTIMONY?

13 A Yes.
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286 Principles of Public Utility Rates

$1 billion excess acquisition price (or any part thereof) has been held
to be a proper component of the rate base, as reflecting capital devoted
to the public service, it should then receive corresponding treatment
in the manner in which it should be depreciated or (in other words)
amortized. But how rapidly it should be amortized is a difficult
question to answer with confidence unless the excess purchase price
can be intelligently distributed to the various plant accounts, tangible
and intangible. If this is not feasible, an arbitrary rate, such as
characterizes accounting practice with respect to some intangibles, may
be chosen. But in any event, the amortization should be treated as an
operating charge for ratemaking purposes -~ a conclusion which
militates against a speed of amortization seriously burdensome to
present consumers.

Current practice is to treat assets purchased at a price in excess of
net book value as an excess cost. A utility would like to recover the
excess cost and earn a return through acquisition adjustments, but the
most common practice is to amortize the cost as an expense over a
period of years so that there is a return of investment, but no return
on the excess cost of the investment. A utility may be allowed to
include the unamortized part of the excess cost in the rate base,
thereby permitting a return on the unrecorded excess cost. However,
most commissions are skeptical of transfers between utilities at excess
costs, so rate base adjustments are generally not made uniess the
utility can demonstrate actual, distinct, and substantial benefits to all
affected ratepayers (see Nixon, 1985). A utility that acquires a new
service territory with the newly purchased assets may be held to a
higher standard in proving benefits to ratepayers. But the point is
that the burden of proof is on the company.

In general, acquisition adjustments are now amortized ‘below-the-
line” over a period not to exceed the life of the property to which
they relate unless the utility can demonstrate that ratepayers benefited
by the acquisition. If such a showing can be made, which, according
to Faudree (1987), to this point has been relatively rare at FERC, a
utility may include the amortization expense “above-the-line” and
include the expense in its cost of service. The unamortized balance,
where above-the-line amortization is approved, would normally be
allowed as a component of rate base.

NORMALIZATION VERSUS FLOW-THROUGH
OF ACCELERATED DEPRECIATION TAX BENEFITS

In the public utility field, one of the more important controversies
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about depreciation has concerned the accounting and ratemaking effects
of the provisions of the tax codes permitting business corporations, in
calculating taxable income, to use diminishing-charge procedures of
deprediation accounting: specifically, a declining-balance method and
a sum-of-the-years-digits method. These liberalized tax-accounting
allowances were historically supported in the Congressional committee
hearings partly on the ground that they would stimulate business
investments, and partly on the ground that they come doser than
straight-line depreciation accounting to a reflection of the rates at
which most fixed assets actually depreciate in value from the dates of
acquisition to the dates of retirement.

But many public utility companies have chosen to stress the first
point and to ignore the second. That is to say, they have fairly
generally decided to take advantage of the diminishing-charge deduc-
tions for tax purposes, while resting content with straight-line depre-
ciation procedures for their financial statements and, presumably, for
ratemaking purposes. As a result, and since they have been in an era
of heavy plant expansion rather than in an era of stable equilibrium
between acquisitions and retirements, their Federal income taxes are
reduced by the accelerated rate of tax depreciation, whereas their
annual allowances for depreciation as reported to the public service
commissions remain unaffected.

By way of making accounting adjustments for this discrepancy
between their income reports for tax purposes and their income reports
for regulatory purposes, many companies have sought leave to include,
as operating charges, the higher income taxes to which they would be
subject were they to report taxable income on a straight-line basis.
The excess in these “normalized” taxes over current tax liabilities is to
be carried to a special deferred-tax account, against which to charge
any later, offsetting enhancements in income taxes. This accounting
procedure was sanctioned very early on by the Federal Power Com-
mission, Federal Communications Commission, and many state com-
missions. Today the state and federal commissions are divided fairly
evenly on normalization versus flow-through; the FERC, FCC, and 23
state commissions require flow-through (Shepherd, 1985, p. 365).

But the really important issue is concerned with the ratemaking
aspects of this accounting problem, and here each of three major
alternatives (along with some rather question-begging compromises)
has derived support from some commissions. The first position, is
that a public utility company which elects to pay income taxes on a
diminishing-charge basis of depreciation accounting may receive no
allowance for any taxes beyond those for which it is actually liable in
a given year (i.e., tax savings flow-through to ratepayers). The second
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position is that a ratemaking allowance shall be made for normalized
taxes as an operating deduction bul that no offsetting deduction shall
be made in the measurement of the rate base, since the account for
deferred taxes is deemed o constitule a restricted surplus and not a
reserve representing amortized capital costs. The third position is that
{both for ratemaking and for accounting purposes) normalized taxes
shall be accepted as operating deductions but that any excess in such
tax allowances over actual axes shall be credited to a special reserve
account, the amount of this reserve being deducted from cost used in
arriving at the rate base just as is the ordinary depreciation reserve.
Almaost all utiliies now follow the third method.

The second alternative at one time was popular with the public
utility industries since, from their point of view, it had the charm of
imposing upon the consumers the obligation to pay deferred-tax
allowances which, instead of being transmitted forthwith to the United
States Treasury, were treated as capital investments entitled indefinitely
to the enjoyment of a fair rate of return for the benefit of the corporate
stockholders. In this respect it had the same charm as that once
possessed by the practice under which some public utilities would
demand straight-line allowances for accruing depreciation while
insisting on the deduction of nothing but a minimum “observed
depreciation” in the measurement of the rate base. Support for this
position of the industry was once forthcoming from the Federal Power
Commission and from a few state commissions. However, this was
changed in FERC Order No. 5308.

We never have seen a plausible defense for a claim to the
enjoyment of a profit on funds not contributed by the corporate
investors. The defense usually offered was that plant exparision
financed by these furds enhances management costs and increases
the risk factor. But management costs are covered in the allowances
for operating expenses, not in the rate of return. And the risk factor
(which may even be reduced, not increased, if the company is
permitted to accrue a so-called deferred-tax reserve, as it will under
Alternative Number 3) is properly taken into account in the allowance
of a fair rate of return on capital contributed by the investors. Hence,
there is no need to concede to stockholders a retwrn on capital
contributed, in effect, either by the taxpayers or by the ratepayers.

The Case for Flow-through

The main argument for a commission’s refusal to make any
deferred-tax allowance in a rate case — for the flow-through principle
— is that, as long as the tax law remains unchanged and as long as
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additions to depreciable corporate assets exceed retirements, the tax
deferment will be continuous and hence will amount, in effect, to a
permanent tax saving. With qualifications, this contention is correct in
that a reduction in current taxes below what these taxes would be
under straight-line accounting will not later be offset by an increase in
these taxes beyond what they would be under-straight-line.

But under flow-through, the major benefit of the tax reduction
would go to the earlier ratepayers, ini the years in which the tax
payments have been reduced, instead of being apportioned among
ratepayers more nearly in proportion to their relative responsibility for
payments for services resulting in eventual tax liabilities. As an
argumeni against the accrual of a tax-deferral reserve, the permanent-
deferral theory is suspiciously similar to the discredited “plant
immortality” theory of depreciation, mentioned early in this chapter,
which was once adduced by the utility industry as an argument against
the deductibility of accumulated depreciation from cost new in. the
determination of the rate base,

The Case for Normalization

As we see it, the only reasonable controversy as lo the choice
among the three aforementioned alternatives is that between the view
that, for ratemaking purposes, companies should receive no dllowances
for taxes other than for actual current taxes, and the view that, if they
practice liberalized-depreciation accounting for purposes of income
taxation, they should receive an annual allowance for deferred taxes
combined with a deduction of the resulting déferrred-tax reserve from
what would otherwise be the rate base. Here we are convinced that
the weight of the argument lies with the latter positon, and this for
three reasons: first, that this position is in harmony with the modern
tendency to regard straight-line depreciation as erring on the side of a
retarded allowance for cost recoupment rather than excessive allowance
as was once often thought to be the case; secondly, that the very
practice of taking rapid depreciation for tax purposes tends to reduce
more rapidly the actual values of the depreciating assets — namely,
their tax-saving values; and thirdly, that unless utility companies are
permitted to set up reserves against deferred taxes, thereby protecting
themselves against the possible repeal of the diminish-charge provision
of the present tax law, they are likely to exercise what has been held
to be their option to ignore these provisions in favor of the orthodox
straight-line tax accounting — an option adverse to the long-run
interests of their customers. Substantially all utility companies follow
this practice and it is required by FERC. That is, FERC rules currently
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require that deferred taxes be deducted from the rate base and many
state commissions follow this practice. The utilities prefer normalization
as it increases their profitability and preserves a stimulus or incentive
to investment.

The FERC and many of the state commissions now require that
full .interperiod income tax allocation be followed for accounting and
ratemaking purposes. In all of the jurisdictions that we are aware ol
in which income tax normalization is followed, the accumulated
deferred income tax balances are used as a rate base deduction (or
included in the capital structure for rate of return calculation purposes
at zero cost). Further, even in those jurisdictions where some flow-
through of taxes is required for ratemaking purposes, the Internal
Revenue Code requires that most property-related timing differences
be normalized in order for the utility to be eligible for liberalized
depreciation.

Principles of Public Utility Rates

Summary of Final Rule Requiring Tax Normalization

FERC Docket No. RM80-42, R-424, R-446. In a ruling that became
effective July 6, 1981, the FERC amended its regulations to require tax
normalization for the tax effects of certain timing differences of
transactions involving electric utilities and interstate gas pipelines. The
final rule also codified the existing Commission rulemaking practice of
adjusting rate base for accumulated deferred income taxes. Finally,
the final rule required adjustments in the deferred taxes for utilities’
and pipelines’ cost of service for two types of circumstances:

(1) when inadequate or excessive provision for deferred taxes had
been made for the tax effects of timing different transactions
within the scope of the rulemaking that had previously been
given flow-through treatment.

(2) when inadequate or excessive provision for deferred taxes had
been made as a result of changes in tax rates.

Although the limited extent of FERC jurisdicition restricts required
range of applicability, the companies often argue for their application
to properties devoted to both jurisdictional and nonjurisdictional
service. Not only does this simplify their accounting procedures, but
it also helps to avoid a “‘no one’s land’” where incurred costs can be
charged to neither federal nor state jurisdictions.
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7. Operating Expenses, Depreciation, and Taxes 267

on to them, thereby tending to lull the public inte a frame of mind which
allows government expenditures to be increased without strong
opposition.140

Interperiod Income Tax Allocation’

Although public utilities ave subject 1o many types of taxes, federal
income taxation presents the most.complex and controversial issues. At
the outset, &t must be recognized that there is commonly a difference
between hcome and expenses for accounting {book) purposes and for
income tax purposes. As explained by the Accounting Principles Board
of the American Institute of Certified Public Accountanis:

The principal problems in accounting for income taxes arise from the fact
that some transactions affect the determination of net income for financial
accounting purposes in one reporting period and the computation of taxable
income and income taxes payable in a different reporting period. The
amount of income taxes determined to be payable for a period does not,
therefore, necessarily represent the appropriate income tax expense applica-
ble to transacuons recognized for linancial accounting purposes in that
period. A major problem is, therefore, the measurement of the tax effects of
such transactions and the extent to which the 1ax effects should be included
in income tax expeuse in the same periods in which the transactions affect
pretax accounting income, 42

Where there are book/tax timing differences, 4% income taxes must
be apportioned among aecounting periods. That process is known as
interperiod ingome tax allocation. Three major areas that require allocation
follow: accelerated depreciation, investment (job development) tax
credit, and consolidated tax returns.

Accelerated Depreciation: The “Phantom Tax* Issue. Under the
Revenue Act of [954, business firms are permitted to adopt accelerated

MO Tt Intermowizin Gas Ce., 35 PUR 5d 342 (Idubin, 1960). See adso Re Bell Teleph. Co.
of Nevada, 31 PUR 3d 892 (Nev., 1959): Re Florida Wiuer Service, 32 PUR 8d 320°-(Fla., 1960);
and Re Missour Utibities o, 43 PUR 4d 4238 (Mo., 1962). In Ulinois, and in # few other
jurisdictions, even franchise taxes ar weated in this manwer. Sex, eg., Village of Maywood .
Hlinois Commere: Comne., 178 NE. 20 345 (1962).

HlFor u more comprehensive diseussion, see Hahne and AR, op. ail., chap. 17,

H2Acoounting Principles Board, Opinion No 11, “Accounting for Income Taxes”
(HI67).

shifferences may be either timing {differences betwesn book income and tax
income that will reverse i subsequent peniods, Le., deforred income axes) or permanent
{diffevences between book income and tax mceome that will pot reverse in some futire
period, Le. nterest on governmental obligadons, which is exemp for tax purpeses but 15
recognized for book purposes). Timing differeaces, in tirn, may refer to iems that relate
10 revenues {(gains or losses from sale of udlity propicrty), expenses (fuel expenses), or
property (due to depreciation methods). For exanmples of major timing differences, see
Hatme and AL, op. cit, pp. 17-74—17-77.
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depreciation i calealating tiable income, thereby charging highey
depredation expenses in the eirly vears of the service life of assets thag
would be allowed under straigly hne depreciation and lower rates in
later years. The effect is 1o produce lower tax payments with respect 1o
the carly years which are offset by increased tax payments in the remain.
ing years. The act posed a problem for the regulatory commissions;
should they include, for rate-making purposes, as operating costs the
higher incomne taxes to which utilities would be subject were they 1o
report taxable income on a straight line basis (“*normalization” method)
or should they include only the taxes acmually paid (“flow through”
method) by the utilities? If the normalization method is adopted, the
utilities, in effect, are granted during the early years of the property’s
life an interest-free loan of the difference between taxes paid and taxes
due under the straight line method. ' “The implication is that the acq
results.in a tax deferral rather than a pérmanent tax saving. The differ.
ence could be used for modemization and expansion or for other
fisiancial needs. If the flow through principle is adopted, the tax defer-
tals are denied to the utilities and the reduced 1ax expense can be used
to raise reported earnings or (o reduce consumer rates.

The normalization and flow through methods are compared in
Table 7-3. Assume that a utlity invests $10,000 in new equipment, that
its estimated useful service life is ten years, that it has no removal cost,
and that the estimated salvage valug is $1,075. Using the straight line
method, $892.50 would be charged o depreciation expense annually.
Using accelerated depreciation (assuming the double-declining balance
method), the annual depreciation charge would start at $2,000 and
decline to $268 over the ten-year period. In either case, the utility would
receive a tax saving during the first four years, However, the efféct on
net income would not be identical: normalization accounting would
result in no effect on net income, while under Aow through accounting
net income would be increased in the first four years and decreased in
the last six years of the equipment’s service life.

The Controversy. Income tax normalization has been the subject of
considerable controversy. It is charged by many consumer groups that
normalization results in ratepayers paying “phantom taxes.”

... The argument relies on the assumption that because the tflim)'-‘
business will probably continue to grow, the deferred tax account will also
continue to grow indefinitely. The phantom tax advocates contend that, as
the deferred 1axes grow at a rapid pace, there will always be more rcf“’-“u"s
collected to cover the deferred tax expensc than deferred taxes paid out.

; in
i I 1 S Jaced i
144For accounting purposes, the tax effect of the depreciation difference 15 P

a reserve for deferred tncome taxes.
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They further allege that such a method gives rise to a “permanent tax
savings” rather than a “tax deferral” tha, would evenwually be paid duw when
the timing differences reach a reversal point {i.e., the book expense is higher
than the tax expense) 145

The phantom tax argument is fallacious. As explained by Hahne
and Al

The error of the phantom tax argument may be seen by analogy with the
growth of a long-term debt account. As any issue of long-term debt reaches
maturity, it must be repaid. At the smue time, new plant additioas may
require that capital be raised threugh additionul long-term borrowing 1o
finance the additions. That new issues may exceed yepayonvent of maturing
debt over any period so as to result in net growth of long-term debt o way
means that the debst is not being repaid nor that, in the fature, when the new
issue matures, it will not have to be repaid. 48

For many years, the utilitics themselves debated the wisdom of
adopting aceelerated depreciation, even when permitied by the consmis-
sions, The Bell System, to illustrate, did not take advaniage of acceler-
ated deprediation untl 1970, Its decision to use straight line deprecia-

tion for both accounting and tax purposes was based on three
considerations:

1. Congress might suspend, modify, or repeal the acctlerated tax depredi-
ation provisions at some futare date, thereby vesuhing in a sudden
dedline in per share earnings and a possible drop in the marke: price of
a utility"s-stock.

2. A multistate utility, subject to several jurisdictions, might find some
commissions permitting normalization and others flow threugh; a siw-

M5Hahae and A, op. or, p. 17-20. Compare, eg., Re Alabamo-Feanssser Nat. Gas Co..
52 PUR $d 118 (FPC, 1964), offd, 359 F 2d 818 (1960). ceort. denicd, 385 US. B47 (1866),
with Colerade Municipm! League . Pub. Ubilines Comm., 597 P. 2d 586 (Cole., 1979), Sec akso
0. Kieter, Aecolirated Depreciaiion and the Investmint Tax Credit in the Public Utility industry: A
Backprannd Analysis {Columbus, Ohio: National Regulatory Rescarch Instivme, 1979),

Yetahne and ANl op. gl pp. 17-2617-27. The Revenue Act of 1878 (Pub. Law
956001 lowered the federal cosporate income tas rine from 48 1o 46 percent, How should
the commissions recognize the face that deferved uikes iad been acoumutated at the 48
pereent rate for many years? Seme commissions held that the deferred tax reserves should
be reversed w the original rate of 48 percent. [Sec, e.g., Be Southwestern Bell Teleph. Co., 3G
PUR 4th 283 (Mo., 1880).] Others 1aok the position that the deferred 1ax reserves were
excessive, and thac the surplas deferred axes should be amortized over ope w wen' vears,
Sev ez, Re Chrsapeake &7 Fotomae Teleph. Go. of West Viginig, 40 PUR 4th 278 (W Va,,
1980).] The latter method, which results in a reversal of the wx deferved over 2 péviod
sharter than the fives of assers, may not meat the statory normalization requirements,
therehy resulting an the disallowance of acvelerated ax depreciation. {Sec, eg., Kansos
Pawer 8 Light Co. v. Kansas Statr Corp. Comm., 620 P 2d 320 (19803.]
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The Regulation of Public Utilities

atton which would result in confusion on the part of myestors ang
expensive record keeping on the part of a utitity,

. Flow draugh. which way required by masty-of the commissions, impairs
the fnancial integrity of a wiliy by (@) Tailing 10 recognize auren
costs, since a tax cost is undersvated during the early life of the
property; {b) increasing investor risk, since {uture depreciation dedue.
tons might not be available 1o olfser the past costs which were nop
recognized under this method, while cconomic conditions or regala.
tory commissions might not allow [t rate increases; and {¢) endag.
gering the ability of a utility to raise funds because of large amounts of
unprovided-for costs overhanging the business. 147

v

Commission Treatment. Prior to 1969, the regulatery commissions
were split over the proper method o employ. The Federal Power
Commission, which at first permitted normalization,*8 adopted the flow
through method early in 1964.14 The Federal Communications Com-
mission, untl 1971, required the flow through method. As of July I,
1967, 20 state commissions permitted various forms of the normaliza-
ton method for rate-making purposes, 23 (including the District of
Columbia commission) had either ordered or favored the flow through
method, and two permitted either method. 150 ‘

HrSe Gerald | Glassman, “Objections to Taking Liberalized Depreciation,” 77
Publie Utibiies Fortnightly 29: (Mareh 31, 1966); Herman: Green, “Proper Regulatory Treai-
ment of Liberalived Depreciation,” 78 ibid. 31 (July 7, 1966); and (. N. Oserpreen,
“Accelerated Depreviation and Rate Making Once More,” 81 ibid, 48 (January 18, 1968).
But see Donald €, Cook, *“The Flow Through of Tax Benefits,” 77 ibid. 170 (June 9.
18665, for an argument that accelerated deprecimtion should be adopted even if fow
shrough is requived, ] ' .
it hiay been estimited that i the Bell Systern had elected to use accelerated
depreciation in 1954, its income tax Bubilities would have beea reduced by a total of $1.6 ©
billion by the end of 1966, resulting in cunmlative reductions in charges to consumers of
abour §3 billion. Testimony of AL L. S1on, FCO Docket No. 16258 (Bell Exhibit 38,
Qctober 17, 1966) Auachment C; and Testimony of William ], Pewell, FCC Docket No.
16258 -{FUC Seall Exhibit No. 29}, p. 10, .
MO Re Puniendle Eastern Pige Line Co., $ PUR 3d 396 (FPG, 1959), 2 sub nam. City of
Detwii v, Fedoral Power Comm., 230 £ 2d 810 {D.C. Cir. 1955); and He £l Paso Nat. Gos fr;; :
29 PUR 3d 469 (FPC, 1959). Sec Note, “Liberalized Depreciation: About-Face by 1
FPC,” 50 Firginia Law Review 298.(1864). :
W3ty Alabame-Tennesser Nat. Gas Ca., op. cit. Further, in 1966, the FPC held lhﬂ“ fhe
increased federal income mx payments resulting from the decision of 3 natifra ,i;:;i
pipeline company (o discontinue the use of accelerated depreciation were not a "f’f;‘g"n’“ A
and prindent business expense. Re Muducstern Gas Transmission Co., 64 PUR 3d 433,
(FPC, 1966). atioh
B aderal Power Cowwmssion, Federal and State CumpissionJurisdiction and Rt

A e

o8 D e

o Tl

i pi

it :
Blectic, G, and Teloplome Usthties, 1967 (Washingion, D.C.. US. Gavernment b o b
Otfice, 19681, p. 38. Fogene ¥ Brigham, “Public Udlity Depreciation ";‘icr',(‘,",,-m'iw e
Volicies,” 19 Natranal Tux fowrnal 144 (1966); and H. Bicvman, Ji. i‘N:CC"Cr‘f'c 5. compire K:
tan and Rave Regatation,”™ 44 docennting Review 65 (1968), For typic al df"“'""“!);;‘]\ i o Ré
Ay Gudf Power Ca., 16 PUR 3d 273 (Fla., 1956) (normalizatson pL‘l"“’“‘“’) w

957) (Hlow Hhenugl requiredh
Puttsburgh x. Pennsyluanta Pub, Uity Gowair,, 17 PUR 30 249 (1957) (Tlow thiovl
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Ihen, in the Tax Relorm Act of 1969, public utlities were required
¢ cither straight line depreciation or accelerated depreciation with
o ¥ alizarion for tax purposes. Most commissions, therefore, begiuning
! “"‘:;7(,’ permitied normalization of deferred taxes for both book and
,.:makiﬂg purposes {although some continued w use flow taough on
_1970 property).# In such instinces, a utility is not permitted to
i ,rc” 4 return on the deferred taxes; that is, they are either deducied
¥ -rm a utility’s rate base or included in a wility's capitalization at a zero
Y.ﬂ;l rate 1% Further, it should be noted again thar normalization is
« uived for a utility 10 elect the accelerated cost recovery system under
the Economic Recovery Tax Act of 1981,
The Investment (Job Development) Tax Credit. The Revenue Act
of 1962 (Pub. Law 87-834) provided, as an incentive w0 investment, that
business firm could deduct from its federal income tax Lability a
ecified percentage based on the amount of new investment in most
slant and equiprment which it put inte service during a taxable year. The
ode has been suspended and modified over time.'5* Under the latest
aws (Tax Reduction Act of 1975, Pub. Law 94-12, as modified by the
tronomic Recovery Tax Act of 1981, Pub. Law 97.384), all businesses are
xgiblc for a credit graduated up to 10 percent on propeny placed in

137The most publicized .exception was in California, where the commission’s deci-
jan: Lo permit normalization. in 1970 (Decision No. 77984, November 24, 1970) was
certained by the California Supreme Court [Sen Frandiseo v, Californda: Pub. Utility Comm,,
SPUR. 3d 209 (1972)]. If the 1969 uct did prohibit siiliies from using. accelerated
reciation and the investment tax credit with Bow twough, the court’s position would
gesulted in Pacific Telephone -and General Telephone of California having tax
hikities. in excess of $2.2 billion for delinquent taxes, penalsics, and interest. In fact, in
78, the Internal Revenue Service sem Paciic Telephone a deficiency notice. Gongress
fved the: dispute by adding #n smendment to federal gasoline o legishation which
& more specific “the rules under which public utilities Tose the tnvestment credit and
lerated depreciation when these wax bencfits are flowed through too rapidly to
utners” and which resulted in compromise payments of $321 million by Pacific
lephone and $97.7 million by General Telephone. 49 Tdscommumecations Reports 1, 26
Lanuary 10, 1983). On the dispute, sec A Dall, “The Califormia Remand Case: Cantro-
t5y over Normalization,” 104 Public Onlines Fortmighity 13 (December 20, 1978).
- A few othey stale commissions continue 1o use the flow through method {sec, e g,
Gl States (Niibities Go. v Loisiana Pub. Serviee Coma.. 364 So. 2d 1266 (1978)] ov the flow
shrough method for computing a uiility’s state Incame Lax expeose {sec, eg., Comtinental
m?‘tﬁi Ga. of Maine v. Maine Pub. Utdibes Comon, 397 A 2d 1001 (19791, Sec also “Recent
Hecisions on Accelerated Depreeiation and Normalization, ™ 105 Public Utilities Fortrightly
) (May 8, 1980).
T P8ee, ag., Eugene F. Brigham and James L. Pappas, Liberalived Depreciation and the
5t of Capital (East Lansing: MSU Public Utilities Studies, 19707,
- Under the 1962 act, nonregulated firms, as well as oatural gas producers and
peline companies and rransportation firms received a percentage that was graduiated up
7 percemt, depending: on the estimated life of the new. propeny; other public wilities
JTCCtived w percemage graduated up te 3 percent. To qualify lor the lull aedit, the
E‘ Perty had 1o have « life of eight years or mare. The act further provided thar the tax
45¢ of the cligible propierty was to b lowered by an amount equal 1o the tax credit. The
feenue Act of 1964 (Pub. Law 8B.272}, among other dhings, prohibited the federal
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) I BEFORE THE ARIZONA CORPORATION COMMISSION

Arizona Carporation. Commission
CARL J. KUNASEK Vil
Chairman DOCKETED
3IJIM IRVIN
Commissioner NOV 03 2000
4{WILLIAM A. MUNDELL

Commissioner I DOCKETED BYTZ,I,]

[3S]

J

6{|IN THE MATTER OF THE ARIZONA ) DOCKET NO. W-00000C-98-0153 ’
CORPORATION COMMISSION’S OWN ) (2993

7|MOTION TO ESTABLISH THE COMMISSION ) DECISION NO. 99
WATER TASK FORCE )

8 ) ORDER

9{lOpen Meeting

October 24 and 25, 2000
10}Phoenix, Arizona

11iBY THE COMMISSION:

12 FINDINGS OF FACT
13 1. On April 24, 1998, in Decision No. 60829, the Arizona Corporation Commission

14}{Commission) established the Commission Water Task Force (Task Force). The Task Force consists
15}lof representatives of regulatory agencies, the water providers, and water consumers. On September 22,
161998, the Task Force held its first meeting. The Task Force meetings were all noticed Open Meetings.
17 2, On October 28, 1999, the Task Force completed its Report for the Commission
18(Report). The Report contains recommendations to the Commission on several issues facing -
19{|Arizona’s water industry. On many issues, the Task Force achieved consensus. On other issues, the
20j{Report contains different recommendations from the various Task Force members.

21 3. On January 5, 2000, the Task Force Report was docketed and distributed to every
22} Arizona water company regulated by the Commission. A deadline of March 13, 2000, was set for
23jlcomments on the Report to be filed. Only two water companies and the Central Arizona Project
24)(CAP) submitted comments. Arizona Water Company generally supports the Staff’s proposals, but
25ildoes express some reservations. Lakewood Water Company, a small water company in Amado,
26}lindicates that it is currently struggling with the financial requirements to fund necessary capital
27]jimprovements. The capital costs to make improvements would double the rates for the company’s

28llcustomers, many of whom are fow-income. The company expresses interest in the possibility of

Decision No. épl q C'13
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consolidation with other water utilities. The CAP generally supports Staff’s proposals, but it d¢

€xpress some reservations.

4. The Task Force was divided into three subcommittees: the Regulatory Reform
Subcommittee, the Conservation Subcommittee, and the Water Supply Subcommittee. The Regulatory

Reform Subcommittee achieved consensus on five goals:

e Reduce the number of small, non-viable water systems through new rules and procedures.

¢ Strengthen the financial capacity of the water utility industry.

o Provide greater emphasis on simplifying, shortening, and reducing the cost of the
ratemaking process.

e Improve consumer education.

e Increase interagency coordination.

3. The Conservation Subcommittee focused on developing policies the Commission coul.
use to encourage water conservation. The Water Supply Subcommittee focused on issues relevant to
renewable and surface water supply, such as the Central Arizona Project.

Regulatory Reform Subcommittee

6. On Pages 3 through 25 of the Report, the Regulatory Reform Subcommittee’s.

recommendations and discussions are summarized.

7. On Pages 4 through 7 of the Report, Staff’s proposal on placing more stringent

requirements on approval of CC&Ns for new water companies is discussed,

8. Commission Staff recommended the following Commission policy changes concermning

the establishment of new water companies:

a. The application for a new CC&N must show that an existing water company cannot
or will not serve the area being applied for. This showing must be made by submitting
service rejection letters from all the “A" size water companies in the state (there are 3)
and at least five of the *B” size companies (there are 20). The five B size companies
contacted should include the B size companies that are geographically closest to th
applicant. The application must also be accompanied by service rejection letters

/
Decision No. quq 3)




) Page 3 Docket No. W-00000C-98-0153
I from all the existing water companies within five miles of the area being requested. In
5 addition, the rejection letters must be accompanied by the corresponding request for
i service that was made to each of the existing water companies by the applicant.
3
b. The rates should be set such that the company should at least break even no later than
4 its third year of operation. The calculations would be based on the company’s
5 reasonable estimates of customer growth. The company should also be required to
come in for a rate case three years after serving its first permanent customer. :
6
c. Because Staff believes that it is not in the public.interest, no new CC&N would be
7 issued to any company that was affiliated with any other company or person that was
8 not in total or substantial compliance with Comrmnission and ADEQ requirements. This
restriction should apply to CC&N extensions and transfers as well.
9 .
d. Staff recommends establishing a set of standard service charges for new CC&Ns.
10
0" e. Staff will work with the ADWR to establish tiered rate structures for new CC&Ns.
12
13 9. Staff recommends that the Commission endorse Staff’s recommendations. Further,

14/{Staff requests that the Commission order Staff to develop (through meetings with members of the
15|{industry, RUCQ, and other interested parties) a detailed statement of policy on water CC&Ns by

16{jJune 30, 2001, The detailed statement of policy should conform to the general principals of Staff’s

17[lrecommendation contained in the Report and the above discussion. Staff members who are
18|fresponsible for processing new water CC&N requests should be responsible for conducting these;
19{lmeetings and developing the detailed statement of policy.

20 10.  On Pages 8 through 11 of the Report, several proposals for providing incentives for
21(lconsolidation in the water industry are discussed. Staff recommends that an acquisition adjustment

22jjor a rate of return premium (but not both) be allowed under certain conditions. These conditions are:

23 e ..
e The acquisition is in the public interest;
24 . g
e The acquisition will not negatively affect the viability of the acquirer;
25
2% e The acquired system’s customers will receive improved service in a reasonable timeframe;
27 e The purchase price is fair and reasonable (even though that price may be more than the
original cost less depreciation book value) and conducted through an arms’ length
28 negotiation;

Decision No. LD 2 q O[ ?)




Page 4 Docket No. W-00000C-98-0153

e The recovery period for the acquisition adjustment should be for a specific minimum ti
(e.g., twenty years); and

e The acquired company is a class D or E.

11. Staff does not recommend allowing for acquisition adjustments unless all of the above

conditions are met. Staff believes that the burden should be on the company to prove that an

acquisition adjustment or a rate of feturn premium_is in the public interest. The public interest

determination should account for the capital investments needed for the customers to receive improved

service and the costs savines the company is likely to realize through economies of scale. Other

16
17

24

methods_of encouraging consolidation include ailowing for rate of return premiums and deferral
accounting orders. Staff recommends that the Commission endorse Staff’s recommendation. Further,
Staff requests that the Commission order Staff to develop, throﬁgh meetings with members of the
industry, RUCO, and other interested parties, a detailed statement of policy on acquisition adjustments

and rate of return premiums by June 30, 2001. The detailed statement of policy should conform to th
general principals of Staff’s recommendation contained above and in the Report. Staff members who
are responsible for recommending approval or denial of acquisition adjustment requests should be
responsible for conducting these meetings and developing the detailed statement of policy.

12 Other incentives for consolidation could be provided by the State Legislature. Tax-

L.

breaks or credits could be provided to companies that choose to acquire small and/or financially non-

viable water companies. The Staff requests the Commission adopt recommendations to the Legislature

regarding incentives for consolidation and direct the Commission’s Legislative Liaison to initiate
efforts to encourage the Legislature to adopt these incentives.

13. The establishment of a fund similar to the Universal Service Fund used for

telecommunications firms, is another option for improving the financial capacity of small water

companies. A fund that all water companies pay into and that financially strapped companies could

draw out of for infrastructure inv=stments could be established. For fairness purposes municipal water
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companies would need to be included as contributors/beneficianes of the fund. This would require

legislation as well as changes to the Commission rules. Staff proposes this fund as an approach the

Commission may want to consider in the future.

14.  Issues involving property taxes are discussed on Pages 12 and 13 of the Report,_The

Staff requests the Commission adopt recommendations to the [egislature regarding alternative taxation

17

mechanisms for private water companies and direct the Commission’s Legislative Liaison to initiate

efforts_to encourage the Legislature to adopt these tax alternatives. Staff also recommends that the

Accounting and Rates (A&R) section of the Utilities Division sponsor, for any interested party, a

seminar on the ratemaking implications of property taxes, focusing on the problems the industry

outlines in the Report.

15.  On Pages 14 and 15 of the Report, the Future Test Year issue is discussed. Staff
believes that there is no need to change the present method used by the Commission. At present, the
Commission employs an historical test year but does allow for pro forma additions for known and
measurable costs. It is Staff’s opinion that this is a very good combination of both historical and future

test years. Presently, this is done on a case-by-case basis. Staff believes that this method could be

improved, therefore, Staff recommends that the Commission order Staff to develop a policy with

specific requirements for expense changes, revenue changes, and plant additions that occur after the

test year. Such items would include, but are not limited to:

a. Method of matching new expenses with new revenues.
b. Revenue peutral plant, i.e., plant to serve existing, not future, custormers.
¢. Revenue neutral plant will be installed within a specific timeframe, preferably one year.

d. Revenue neutral plant is necessary to provide proper and adequate service to existing
customers.

16.  On Pages 15 and 16 of the Report, Staff’s recommended Generic Hook-up Fee policy
is outlined. Both the industry and RUCO support Staff's recommendation in principal. Staff believes

that implementing this recommendation will require a rulemaking proceeding. Staff requests that the
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Commission order a rule makineg proceeding be opened to implement a Generic Hook-up Fee poli-

—

2]jalong the lines of Staff’s proposal.

17. On Pages 16 through 19 of the Report. proposals for plant replacement fund

LI

4|fmechanisms are discussed. Staff recommends that the Commission adopt a policy similar to the

5{|Pennsylvania Public Utilities Commission’s Distribution Service Investment Charge (DSIC). Staff

6llrequests that the Commission order a rule making proceeding be opened to implement rules for a DSIC

7)lor similar program in_Arizona.
8 18. On Pages 19 and 20 of the Report, problems associated with past high depreciation

9ljrates are discussed. The industry offered proposals on how to rectify these problems; however, Staff
10[jand RUCO found those approaches to be inappropriate. Staff believes that its proposed Rate of Return
11}|policy (discussed below) will solve the problems associated with past excessive depreciation rates. All

12}jparties agreed that the Commission should no longer approve excessive depreciation rates for small

13{lwater companies.

14 19.  On Pages 20 and 21 of the Report the pass-through mechanism approved by the
15|/legislature in SB 1252 (now A.R.S. § 40-370) is discussed. The industry representatives on the Task
16||Force felt that the Commission’s policy on A.R.S. § 40-370 needed to be clarified because, at the time
17}ithe Report was written, only one company had applied for authority to adjust rates under the provisions
18/jof this mechanism. Since then the Commission has approved two such applications (they both have .
19{/been appealed). The two approved applications were for Arizona Water Company’s Monitoring
20}t Assistance Program (Decision No. 62141) and Rio Verde Utilities, Inc.’s CAP cost increase (Decision
21|{No. 62037). Those two decisions indicate that the Commission’s policy on A.R.S. § 40-370
22|lapplications is to support appropriate pass-throughs, which should mitigate the industries concems.
23 20. On Pages 21 and 22 of the-Repon, Staff’s proposed Rate of Return policy is outlined.
24||Staff believes that implementing this policy will solve the problems associated with high depreciation

25jjrates and lead to other improvements. This policy would make filing rate cases much less burdensome

26||for small water companies. Staff’s proposed policy allows companies that are filing rate applications
27{to choose between 1) a generic rate of retumn (for C, D, and E companies only); 2) setting rates based

28\lon an operating margin basis (i.¢., no rate of return consideration); or 3) an individual rate of return
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(i.e.. traditional rate making). In addition to the recommendations in the Report, Staff is

—

recommending that the choice of the generic rate of return be limited to C, D, and E companies. Also,

I~

Staff recommends that the generic rate of return should be a minimum rate of return; thus, points can

(V3]

4iibe added to it to account for special expenses such as WIFA loan payments. Staff requests that the

5{|Commission order a rule making proceeding be opened to implement Staff’s proposed Rate of Return

policy. Staffis aware that the recent Court of Appeals Opinion may impact the Commission’s ability

to implement Staff’s proposed rate of return policy. Staff believes that the issues raised by the Court

6
7
gllof Appeals Opinion are best dealt with during the rulemaking proceedings.
9 21.  OnPages 22 and 23 of the Report, the electronic filing of annual Reports, rate cases,
10ljand other filings with the Commission is discussed. Staff, the industry, and RUCO all agreed that
11]jallowing for electronic filing would be beneficial. Staff has already initiated the first steps of this
12|lprocess by making the Short Rate Case Form available on the Commission’s web site. Staff is
13|lcommitted to making all of its forms available electronically. In order to institute full electronic filing,
14{ithe Hearing Division will need to be involved. Staff is committed to working with the Hearing
15|[Division to develop a process that will allow for full electronic filing.

16 22.  During the Task Force’s discussions of electronic filing, the industry also expressed
17[lconcern about the volume and extent of the Commission’s filing requirements. Staff acknowledges
1 8lithat certain filing requirements may be out-dated. Staff is currently reviewing all forms and ﬁling:
19|lrequirements. However, such a review is a major undertaking and may take some time to complete.
20 23. On Page 23 of the Report, Staff’s Main Extension Agreement (MXA) proposal is
21{lcutlined. Staff’s proposal is to have standard MXA provisions included in each water companies

22||tariffs, instead of the current process of approving MXAs on an individual case basis. Both the

23{lindustry and RUCO supported Staff on this issue. Staff requests that the Commission order a rule

24{imaking proceeding be opened to implement Staff’s proposed MXA policy. -

25 24, On Pages 23 and 24 of the Report, several suggestions concerning consumer education

26)jare discussed. Staff is currently working on educational programs for all industries the Commission
27|{regulates. Implementing any educational program may require additional funds from the Legislature.

28|Staff is also evaluating the expansion of its well-regarded Small Water Assistance Team (SWAT)

G973
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program (which deals with educating water company owners/operators) to include education for wat~

—

2|[consumers.

3 25. On Pages 24 and 25 of the Report, Staff’s Phased Rate Increase policy is discussed.

Staff believes that in certain limited circumstances it is appropriate to phase rate increases in over

time. Staff will develop well-defined guidelines for when and how phased rate increases are

26. On Page 25 of the Report, Staff’s recommendation on rates tied to conditions Is .

discussed. Staff recommends that a// rate increases be conditioned on the company providing

4
5
6llappropriate.
2
8
9

acceptable quality service, water quality, and other relevant conditions. Staff has already implemented

10||this policy informally by including specific conditions in recent Recommended Orders. Staff will

11{|develop a standard set of conditions that could apply to all water companies. One impediment to this

12||policy being successful is the Commission’s lack of enforcement resources. Currently, the Utilities

13{{division has one compliance officer to handle afl of the utilities the Commission regulates.
14{|Conservation Subcommittee

15 27. On Pages 26 through 29 of the Report, the Conservation Subcommittee’s
16|frecommendations and discussions are described. On Pages 26 through 28, a perceived problem with
17}jthe Commission’s conservation policy is discussed. The industry and consumer members of the Task

18|{Force as well as the ADWR representatives believed that the Commission would not allow companies

19{[to include the costs of conservation programs in rates unless the conservation program was mandated
20||by the ADWR. If this were true, it would discourage companies from engaging in conservation
21|lprograms. However, Staff does not believe that this is true. No member of the Task Force could site
22|jany examples of instances where Staff has recommended denial of conservation program costs or
23 wﬁere the Commission approved an order that included the denial of conservation programs and their

24|[reasonable costs. Staff supports and encourages conservation. - Staff believes that recovery of any

25jjreasonable costs for conservation programs should be allowed.

26 28.  OnPages 28 and 29, Staff’s proposal to institute three tiered rates is discussed. Tiered
27||rates are the Commission’s only direct means of encouraging conservation. Both the industry and

28||RUCO opposed Staff's proposal. The industry claimed that it is sure to result in companies

Decision No. (02 qu 3




Page 9 Docket No. W-00000C-98-0153

underearning, while RUCO claimed the policy is sure to result in companies overearning. Staff

—

2||believes that as with any rate design there is a possibility of either over or undereaming. However,

3)iwith rates designed as proposed by Staff in the Task Force’s Report there is almost no chance of

4/lunderearning while there is a good possibility of overearning. If properly designed though, the tiered

5lirates would result in the non-conserving customers paying extra for large uses of water and reward

those customers that used very little water. [f customers conserved such that all were falling within .

6

7|ithe middle tier, the company should eamn its allowed rate of return. If the customers continued to use
g||water in the third tier, the water company would probably oveream. The use of the overearnings could
9l{be restricted by the Commission in such a manner as to benefit the customers. Staff realizes that this
10ljis a new and different way of looking at rate design combined with conservation, but Staff also realizes

11 (|that new ways have to be considered to save what many consider to be this State’s most precious

12{jresource. Staff recommends that the Commission order Staff to consider tiered rate designs for all
13}|water company rate cases and that the tiers be designed to encourage conservation. Staff recognizes
14/[ithat tiered rates may not be appropriate in all cases and that the decision to use or not use tiered rates
15/jmust be made on a case-by-case basis. However, the appropriateness of tiered rates should be
16/lconsidered in every case. Further, Staff requests that the Commission order Staff to develop a detailed

17}istatement of policy on tiered rates by June 30, 2001.
18[{Water Supply

19 29. On Pages 30 through 33 of the Report, the Water Supply Subcommittee’s
20|lrecommendations and discussions are summarized. The main focus of this subcommittee was the
21|recovery of Central Arizona Project (CAP) water allocation costs (CAP costs). All members of the
22{Subcommittee agreed that the Commission could somehow approve the recovery of CAP costs in a
23|lproceeding outside of a rate case. However, the Commission’s Legal division has concluded that
24lconsidering CAP costs outside of a rate case would run counter to the recent Court of Appeals opinion
25|lon fair value. There was disagreement among the Subcommittee members about what the
26{|Commission should require before it allows for CAP cost recovery. In the Report, Staff recommended
27{jthat the Commission allow for CAP cost recovery once the company has submitted a plan that

28|lindicates how they will begin to actually use their CAP allocations within five years. Staff chose a
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1 /i five-year time horizon because Staff wished to limit the extent to which current customers are charyg

2[lfor CAP allocations which will only be used to serve future customers.

30.  Since the Report was written, Staff has modified its position. Staff believes that the

Commission should be more flexible with the time horizon it allows for CAP water to go unused while

s{lallowing cost recoverv. Staff believes that the time requirement placed on companies applying for

6| CAP cost recovery should be decided on a case by case basis. Also, to ensure that current customers

7lldo_not pay an unfair amount relative to future customers. a portion of the CAP cost should be

glirecovered through some type of hook-up fee. The amount of the recovery that is recovered through

9lla hook-up fee should be determined by the company’s total demand for water relative to its CAP
10}{allocation. For example, if a company’s total demand is 200,000 gallons per year and its CAP
11 jallocation is 1,000,000 gallons per year, then the company should recovery 20 percent of its CAP cost

12||from current customers and the remaining 80 percent from hook-up fees. The methodology used for

13)|CAP cost recovery in the Vail Water Company Rate Case (Decision No. 62450) is an example of the

14{|general policy that Staff advocates.

15 31.  Staff requests that the Commission order Staff to develop, through meetings with

16/|members of the industry, RUCO, and other interested parties, a detailed statement of policy on CAP

17||cost recovery by June 30, 2001. The detailed statement of policy should conform to the recovery

18|lmethodologies used in the Vail Rate Case, Decision No. 62450.
19/|Conclusions
20 32. In conclusion, Staff recommends several changes in and clarifications of Commission

21}ipolicy, several changes to the Commission’s rules, and that the Commission pursue several Legislative

22lichanges. These recommendations are summarized as follows:

—

23||Policy Changes

24 e CC&Ns (new, transfers, and extensions)
25 e Acquisition Adjustments and Rate of Return Premiums

e Seminar on ratemaking implications of property taxes
26 e Electronic Filing and review of filing requirements
7 » Phased Rate Increase
- e Rates tied to Conditions
28 o Tiered Rate Structure
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o (AP cost recovery
¢ Pro forma adjustments

o

Rulemaking
3
o Generic Hook Up Fee
4lle  Rate of Return
sii® Main Extension Agreements
e Plant Replacement Fund
6 Legislative Changes
7 ,
s Incentives for consolidation, e.g. tax breaks
8ile Replace property taxes with a percentage of revenue tax
? 33. Staff recommends that the Commission endorse the above policy and Legislative
0 _ . .
L changes. Also, Staff recommends that the Commission open a rulemaking proceeding in order to
1j. ; .
! implement the above changes to the Commission rules.
12 CONCLUSIONS OF LAW
13 1.  The Commission as the regulatory body with the longest history and the primary
14 responsibility over private water companies should take the lead in seeking a coordinated solution to
15 the problems of small water companies.
16 2. The Commission arranged for the formation of the Task Force for meetings between
17 representatives of regulatory agencies, the water providers, and water consumers in order to address
18 these issues.
19 3. The Task Force has issued a report that summarizes the views of its members.
20
21
22
23
24 -
25
26
27
28
Decision No. Lo 1C% q:}




Page 12 Docket No. W-00000C-98-0153

1 ORDER
2 THEREFORE, IT IS ORDERED that the Commission approve Staff’s recommendations in

the above Findings of Fact.

I

IT IS FURTHER ORDERED that this decision shall become effective immediately.

4
5
6 BY ORDER OF THE ARIZONA CORPORATION COMMISSION
8|CH / COMMISSIONER COMMISSIONER
S IN WITNESS WHEREOF, I, BRIAN C. McNEIL,
Executive Secretary of the Arzona Corporation
10 Commission, have hereunto, set my hand and caused the
official seal of this Commis§i%1 to be affixed at the Capitol,
11 in the City of Phoenix, thig 44 _day of A Zzg M ¢ - 2000.
12
13
14 .
Executive Secretar,
15 o /
16
17)DISSENT:

184DRS:MJR:thh
19
20
21
22

Decision No. Cd& q 93




wenne o T
Jried F 00

———————— RECEIVED

Arizona Corporation Commission

To:  tHEcommssioN ~ DOCKETED 20 N 29 P 12: 08
FROM: Utilities Division JUN 2 9 2001 AZ CORP COMMISSION
D BY COCUMENT CONTROL
DATE: June 29, 2001 DOCKETE OL
o LU
RE: WATER TASK FORCE OF THE ARIZONA CORPORATION COMMISSION

(DOCKET NO. W-00000C-98-0153)
(DECISION NO. 62993)

On November 3, 2000, the Commission issued Decision No. 62993. This decision
approved Staff’s recommendations regarding the Commission’s Water Task Force. The
Commission directed Staff to work with interested parties to develop policy statements, some of
which are due by June 30, 2001. Staff has had a number of meetings with interested parties to
discuss the issues and resolve parties’ concerns on many occasions, as noted below. The reports
addressing specific subjects reflect a consensus of the working groups. In only one working
group did Staff disagree with a portion of the group's resolution of an issue, which is also
discussed below. The reports address the following issues:

Finding of Fact No. 9 from Decision No. 62993 ordered Staff to develop a policy
statement regarding Certificates of Convenience and Necessity for water systems. Attachment
A to this memorandum is a proposal for this policy developed in a meeting with interested
parties.

Finding of Fact No. 11 ordered Staff to develop a policy statement regarding acquisition
adjustments and rate of return premiums for water systems. Attachment B to this memorandum
is a proposal for this policy, which was developed based on several meetings with interested
parties

Finding of Fact No. 29 ordered Staff to develop a policy statement regarding tiered rates.
Attachment C to this memorandum is Staff’s proposal for this policy, which was developed
after several meetings with interested parties.

Finding of Fact No. 31 ordered Staff to develop a policy statement regarding recovery of
costs related to the Central Arizona Project. Attachment D is Staff’s proposal for this policy,
which was developed after several meetings with interested parties. Staff is in agreement with
this proposal, except for the portion which deals with the definition of the term “use.” The
attached policy defines “use” as those methods considered as “use” by the Arizona Department
of Water Resources (ADWR). The current regulations of ADWR allow a water company to be
in compliance with its requirements as long as the water system uses its CAP water anywhere
within the same Active Management Area (AMA) in which the water system is located. This
approach is contrary to the position the Commission took in a recent Vail Water Company
(Vail) rate case.




THE COMMISSION

June 29, 2001
Page 2

In Decision No. 62450, the Commission approved Vail’s cost recovery of its CAP costs
with specific mandates regarding Vail's long-term plans for the CAP water. At present Vail is
using its CAP water in an “in lieu recharge project”. Vail’s CAP water is being used by a farm
in Red Rock in lieu of the farm using groundwater. Because the farm in Red Rock is in the
same AMA (Tucson AMA) as Vail, Vail gets credit for this use by the farm and therefore, is in
compliance with ADWR requirements, even though the farm is approximately 60 miles from
Vail. Staff believes that the water being recharged in Red Rock will never actually directly
benefit the aquifer in Vail and therefore, never benefit the customers of Vail. This was the basis
for the Staff recommendations that were adopted by the Commission in Decision No. 62450.
The Commission ordered Vail to submit, within 10 years of the Decision, a plan to use it CAP
water directly in its certificated area. Decision No. 62450 also ordered Vail to actually begin
using its CAP water within its certificated area within 15 years of the Decision.

For these reasons, Staff recommends that the Commission slightly, but significantly,
modify the definition of “use” contained in Attachment D by adding the condition that the water
system would have to use its CAP water within its certificated area.

Staff recommends that these policy statements be discussed at an Open Meeting at the
Commission’s convenience.

Deborah R. Scédtt
Director
Utilities Division

DRS:SMO:
ORIGINATOR: Steven M. Olea




ATTACHMENT A

Proposed Policy
for
Water Certificates of Convenience and Necessity

The Commission has established a policy goal of ensuring Arizona’s water
consumers are served by viable utilities. In Decision No. 62993, the Commission
required Staff to develop a policy statement on Certificates of Convenience and Necessity
(CC&N) for water systems which conforms to the general principles of Staff’s
recommendation as contained in the Water Task Force Report of October 28, 1999.

The Arizona Constitution, Article 15, Section 3, provides in part: “The
corporation commission shall have full power to, and shall... make reasonable rules,
regulations and orders, by which such corporations shall be governed in the transaction of
business within the state.... Provided further that...rules, regulations, orders and
forms...may from time to time be amended or repealed by such commission.

State law on CC&Ns requires, in part, that a public service corporation shall not
begin construction of any plant or system without first obtaining a CC&N from the
Commission. (See A.R.S. 40-281) In processing a CC&N the Commission is performing
a judicial function, (See A.R.S. 40-282), Staff, as a party to the case, is charged with
developing, and making a recommendation on the application to develop the record for
the hearing on which the Commissioners base their final decision.

The Arizona Administrative Code R14-2-402, Certificate of Convenience and
Necessity for water utilities, is used by Staff to guide the development of their
recommendation on the application. The rule requires the Applicant to provide the
following information:

Proper name and address of the utility and its owners,
Articles of Incorporation and Corporate Bylaws,
Type of plant and facilities to be constructed,
Complete description of facilities to be constructed, with preliminary
engineering specifications to describe the principle systems and components
to meet the needs of the health department, and final engineering drawings
when they are available.
The proposed rates,
Estimated total cost of the facilities,
Manner of capitalization, method of financing the utility,
Financial condition of Applicant,
Estimated annual operating revenue and expenses from the proposed
construction,
Estimated starting and completion dates of the proposed construction,
Maps of the proposed service area,
Appropriate city, county and/or state agency approvals,
. Estimated number of customers to be served for each of the first 5 years of
operation, including documentation to support estimates.
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Staff also requires the Applicant to provide: the request for service initiating the
“necessity” of the request for a CC&N, appropriate approvals from the Arizona
Department of Water Resources (ADWR) and the Arizona Department of Environmental
Quality (ADEQ), and compliance status information from the ADEQ and ADWR.

In order to assist the Commission in its goal to eliminate the proliferation of non-
viable water systems, it is recommended that in addition the above, the following should
be required:

1. Unless the Applicant is an existing public water utility in Arizona or is an affiliate
of an Arizona public water utility, an Applicant for a new CC&N (i.e., not an
extension to an existing CC&N) must demonstrate that existing water utilities
have refused to extend their territories to include the requested area. This
demonstration shall be made by the Applicant providing all the following:

a. A copy of the Applicant’s request for service from all Class A* water utilities
in the State as well as the refusal to serve from all those Class A water
utilities, and

b. A copy of the Applicant’s request for service from all or at least five (5),
whichever is less, of the Class B* water utilities serving within fifty (50) miles
of the Applicant’s requested area as well as the refusal to serve from all those
Class B water utilities, and

c. A copy of the Applicant’s request for service from all water utilities* serving
within five (5) miles of the Applicant’s requested area as well as the refusal to
serve from all those water utilities.

*  Any utility willing to serve must respond to the Applicant within thirty (30)
days of the Applicant’s request and must meet item #3 below.

2. If the Applicant has received an affirmative response to a request for service
within thirty (30) days of its request from any of the above water utilities, but
believes that such service would not be cost-effective nor in the public interest,
the Applicant shall submit detailed information and cost data that clearly and
convincingly demonstrates such an opinion and that the granting of a CC&N to
the Applicant is in the public interest.

3 The Applicant must demonstrate that it and all its affiliates and associated
management or operations personnel are in compliance with all applicable
Commission, ADEQ, and ADWR requirements. In the event, the utility, any
affiliate, or associated management or operations personnel are not in compliance
with Commission, ADEQ or ADWR requirements, the Applicant must
demonstrate that the non-compliance is related to the recent acquisition or
affiliation with a deficient utility. With regard to ADE, the Applicant shall be
considered in compliance if it, or any of its affiliates, does not have or has not had
within the 12 months prior to the application, any major deficiencies with regard
to physical facilities, operation and maintenance requirements, or monitoring
requirements.
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4. Initial rates for a new CC&N should be designed such that the utility would have
the opportunity to break even (zero percent rate of return) at the end of its third
year of operation. These rates should also provide the utility the opportunity to
earn a reasonable rate of return by the end of its fifth year of operation. Rate
levels and the rate of return would be based on the Applicants reasonable
projections of customer growth and the rate base required to properly and
adequately serve the customers.

5. For new CC&Ns that are not being served by an existing utility, the following
charges shall be set as follows:

Establishment (normal) -- $20.00

Establishment (after hours) -- $35.00

Reconnection -- $20.00

Meter Test (if correct) -- $25.00

Deposit -- 2 times the monthly minimum plus 15,000 gallons

NSF Check -- $25.00

Service Call (after hours) -- $40.00

Meter Re-read -- $35.00

Late Payment Fee -- 1.5 percent after 15 days

CE@ e Ao o

The above charges shall be reviewed annually by Staff and adjusted if necessary.

6. Once the CC&N is granted, the utility shall be required to file a rate case no later
than 120 days after the fifth anniversary of serving its first customer.
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ATTACHMENT B

Proposed Policy
for
Class D and E Water System Acquisitions

The purpose of the acquisition policy is to try to encourage acquisition and
consolidation of small water utilities operating in the state. For purposes of this policy,
small water utilities are limited to Class D and E water utilities, i.e., less than $250,000 of
operating revenue in the most recent calendar year. Acquisition of small water utilities
should result in improved water quality and/or service for the customers.

Decision No. 62993, dated November 3, 2000, established six general conditions
a water company must meet to qualify for an acquisition adjustment or rate of return
premium. Per that Decision, the acquisition incentive may be granted in one of two ways:
(1) recovery of an amount paid in excess of the book value of the acquired company’s
assets (acquisition adjustment), or (2) a rate of return premium, but not both. This policy
develops criteria and procedures for determining the amount of acquisition incentive that
will be eligible for recovery in rates following acquisition of a small water utility.

The purchase price for a small water utility could exceed the book value of its
plant in service, resulting in a positive acquisition adjustment. This policy applies
exclusively to positive acquisition adjustments, and negative acquisition adjustments
shall not be recognized for rate-making purposes.

In certain cases, a rate of return premium may be allowed instead of an
acquisition adjustment. Once the rate of return percentage is determined, a premium
amount will increase that percentage. The premium percentage will be allowed in rates
for a period of time that the Commission determines is appropriate to provide an
acquisition incentive. '

Following is the list of six conditions a company must prove by a preponderance

of the evidence in order to obtain an acquisition adjustment or rate of return premium in
rates, as well as criteria to meet those conditions.
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1. THE ACQUIRED COMPANY IS A CLASS D ORE.

e This policy is to be applied to the acquisition of Class D and E water utilities, i.e.,
those having less than $250,000 of operating revenue in the most recent calendar
year.

2. THE ACQUISITION WILL NOT NEGATIVELY AFFECT THE
VIABILITY OF THE ACQUIRER.

e The acquiring company shall provide documentation that satisfactorily
demonstrates its continued financial viability subsequent to the acquisition. Staff
will not recommend approval of a proposed acquisition that would be potentially
detrimental to an acquirer’s financial viability.

3. THE ACQUIRED SYSTEM’S CUSTOMERS WILL RECEIVE
IMPROVED SERVICE IN A REASONABLE TIMEFRAME.

e The acquiring company shall submit a plan for improving service to the customers
of the acquired system. The plan shall include, but not be limited to, a detailed
listing of the current violations and deficiencies of the water company to be
acquired, as well as the acquirer’s proposed solutions and the related costs.
Additionally, the plan must also include a proposal for how the rates of the small
water utility’s customers will be affected. The acquirer’s plan should also provide
estimated implementation dates for each system or service improvement. A
service improvement plan might include, but is not limited to, the following:

a. Delivering water to customers that meets the quality standards of the
Arizona Department of Environmental Quality (“ADEQ”) and the Safe
Drinking Water Act.

b. Satisfactory resolution of outstanding violations with ADEQ and the

Arizona Department of Water Resources (“ADWR?”).

Developing a reliable source of water supply.

Developing appropriate water storage capacity.

e. Improved water pressure, either higher or lower, within the
distribution system.

f. Replacement of inadequate, insufficient, deteriorated, and/or
inefficient infrastructure.

g. Improving billing procedures, customer complaint resolution, and
service response times.

/0
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4. THE PURCHASE PRICE IS FAIR AND REASONABLE (EVEN THOUGH
THAT PRICE MAY BE MORE THAN THE ORIGINAL COST LESS
DEPRECIATION BOOK VALUE) AND CONDUCTED THROUGH AN
ARM’S LENGTH NEGOTIATION.

¢ One factor that would contribute to recommending an acquisition incentive is if
the net plant value is either very small or zero, due to substantially or fully
depreciated assets that require replacement.  Although the water company assets
may reflect zero net book value on the records, the assets in theory still have value
due to the fact that they generate a future revenue stream. To determine if the
purchase price and resulting acquisition incentive amount is fair and reasonable,
Staff’s evaluation shall include, but not be limited to, the following criteria:

a. The purchase price must be the result of good faith negotiations
between the two transacting entities.

b. The acquisition must be conducted through an arm’s length
transaction, and the two parties must not be affiliates as defined by
A.A.C.R14-2-801.1.

c. Present value of future cash flows.

5. THE RECOVERY PERIOD FOR THE ACQUISITION ADJUSTMENT
SHOULD BE FOR A SPECIFIC MINIMUM TIME.

o Staff will evaluate the acquisition adjustment recovery period to be fair and
reasonable to both the acquirer, and the customers of the small water utility. The
specific recovery period shall be set on a case-by-case basis and shall be
consistent with the period over which customers are expected to benefit, as well
as mitigate the impact of cost recovery on rates.

e If a rate of return premium is sought by the acquiring company, Staff will
determine the premium percentage and recovery period on a case-by-case basis.
Recovery via the rate of return premium will be calculated to recoup only the
excess of the purchase price over the book value of the plant in service.

6. THE ACQUISITION IS IN THE PUBLIC INTEREST

Staff will investigate the acquirer’s compliance history with the ADEQ and the
ADWR to determine if it is a fit and proper entity to acquire a small water utility.
Acquisition incentives will not be granted to entities that are currently in violation of
rules set forth by ADEQ and/or ADWR.
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The acquisition of a small water utility would comply with the standard of public
interest if the above detailed five conditions are met, and no ADEQ and/or ADWR rule
violations are pending. Additionally, the following circumstances may further
demonstrate how an acquisition could be in the public interest:

e The small water utility is insolvent, defined as “unable or having ceased to pay
debts as they fall due in the usual course of business”.

e The small water utility will have increased opportunities to obtain short-term
financing as a result of the acquisition. This will enable the company to make
improvements to, and correct deficiencies within its water system that would
enable it to serve water that meets the quality standards set forth in the Safe
Drinking Water Act.

e Short-term and long-term cost savings can be demonstrated as a result of the
acquisition, as well as efficiencies and economies of scale.

e As a result of the acquisition, delinquent remittance of transaction privilege tax
and/or property tax by the small water utility to the Arizona Department of
Revenue will be satisfied.
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PROPOSED PROCEDURE

Once the two entities enter into a transfer/purchase agreement, they will submit a
joint application to the Commission pursuant to Arizona Administrative Code Section
R14-2-103. The joint application should include the following information:

a) A Commission approved rate application for water companies with annual
gross operating revenues of less than $250,000 for the small water utility
to be acquired as of the most recent fiscal year end, or all the information
required in such a rate case application along with a request for a
Commission accounting order delineating how the acquisition incentive
will be treated.

b) Financial statements of the acquirer as of the most recent fiscal year end.

c) Disclosure of transaction as either an asset purchase and Certificate of
Convenience and Necessity transfer, or stock purchase.

d) A copy of the purchase agreement/sale document including the proposed
purchase price. .

e} A detailed explanation and supporting evidence to demonstrate how the
acquisition meets the six conditions to be eligible for recovery of an
acquisition adjustment in rates.

f) A list and explanation of current known deficiencies of the system to be
acquired as well as the acquirer’s proposed solutions to remedy the
deficiencies, along with the costs, and timeframe for implementing the
solutions.

g) Reconstruction Cost New (RCN) for the small water utility to be acquired
or adequate information for an RCN study to be performed.

h) A detailed calculation of the proposed acquisition adjustment requested to
be eligible for recovery in rates, a proposal for its method of recovery, and
a calculation of its effect on rates.

Upon submission of the application, Staff will analyze the documentation to
determine whether the acquisition meets the six conditions identified in Decision No.
62993, by:

1. Analyzing the company’s financial information to determine that it is a Class D or
E water utility.

2. Assessing the acquiring entity’s financial resources to determine if sufficient
financial resources are available to acquire a small water utility without
Jjeopardizing the acquirer’s good financial standing.

3. Evaluating the acquirer’s proposed actions to assess whether customers of the
acquired small water utility will receive improved service within a reasonable
timeframe.
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4. Evaluating the original cost of the existing plant assets on the acquired utility’s
books, as well as RCN amounts. Staff will then compare those two amounts with
the proposed purchase price to determine if the purchase price is fair and
reasonable; if the purchase price was negotiated, and if the sale will be conducted,
through an arms length transaction; and what amount of acquisition adjustment or
rate of return premium, if any, will be allowed.

5. Classifying the acquisition incentive as either a regulatory asset (acquisition
adjustment) or a rate of return premium, to be recovered over a specific time.

6. Reviewing the documentation provided in response to the five conditions set
forth, as well as other potential benefits identified by the acquirer and determine if
the acquisition meets the criteria of public interest. Staff will also evaluate
whether the acquirer is a “fit and proper” entity to purchase a small water utility.

7. Requesting and analyzing other information/data that Staff and/or the
Commission deems necessary for a particular case.

Page 6 of 6




ATTACHMENT C

Proposed Policy
For
Water System Tiered Rate Design

Pricing/rate design is the Commission’s primary means of encouraging
conservation. The Commission can do this by implementing inverted block rates, i.e.,
tiered rates. Tiered rates may not be appropriate in all circumstances. Staff will consider
the appropriateness of an inverted three-tiered commodity rate structure for all water
company rate cases, and if appropriate, will recommend such a tiered rate structure to
encourage conservation. The tiers should be designed in a manner that customers who
conserve will recognize cost savings, while high water users will pay a greater portion of
the costs that increased usage places on the water system. Criteria for evaluating the
appropriateness and/or type of tiered rate structure on a case-by-case basis shall include,
but not be limited to, the following:

1. Number of service connections on the system.

2. Number of high usage customers on the system.

3. Gallons of average water usage per connection per month.
4. QGallons of median water usage per connection per month.

5. Source of supply.
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ATTACHMENT D

Proposed Policy
For
Central Arizona Project (CAP) Cost Recovery

The consensus of the CAP Working Group is that the Arizona Corporation

Commission (Commission) should encourage water companies to retain their Central
Arizona Project (CAP) water allocation. The purpose is to allow water companies to
accomplish long term planning of their water resource needs for the benefit of their
customers. The consensus of the group was that the Commission should accomplish this
encouragement as follows:

1.

A water company would be allowed to recover CAP costs if it could demonstrate
that it needed the CAP allocation to properly serve its customers.

The water company must demonstrate that the need would occur by the year
2025.

The water company must demonstrate that it will actually be using a reasonable
amount of its CAP allocation by 2025.

The water company must demonstrate that it will be using all of its CAP
allocation by 2034.

“Use” will be those methods of using CAP water that are defined as “use” by the
Arizona Department of Water Resources.

In order to obtain cost recovery, a water company must file a rate case and
provide evidence demonstrating items 1 though 4 above.

At the time that cost recovery is approved for a water company, cost recovery will

depend on how much of company’s CAP allocation is actually being used —

a. If none of the CAP allocation is actually being used, the company will be
allowed to recover dollar for dollar its appropriate CAP expenses, without
earning a rate of return. The cost recovery will be split between a charge in
the commodity portion of the rate and a CAP Hook-up Fee. The charge in the
commodity will be that amount needed to pay the M&I portion of the expense
for that amount of CAP water equal to the amount of groundwater actually
being used by the current customers. The CAP Hook-up Fee will be
calculated as that portion needed to pay the remainder of the M&I charges.
This is similar to the method used in the Vail Water Company rate case
(Decision No. 62450). If the CAP Hook-up Fee is determined by the
Commission to have to be excessive in order to recover all the CAP costs, the
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remainder should be deferred and collected later as the company grows and
adds additional customers and/or the rate of growth increases to allow the
collection of additional CAP Hook-up Fees.

If only a portion of the CAP allotment is being used, cost recovery will be
split. For that portion of the CAP allotment not being used, cost recovery will
be allowed as explained above (#7a). For that portion of the CAP allotment
actually being used, cost recovery will be as with any other used and useful
item in a rate case, i.e., the plant needed will be included in rate base and earn
a rate of return, while the M&I and OM&R expenses for that portion of the
CAP allotment will be recovered as any other expense.

When all the CAP allotment is being used, cost recovery will be as described
in the second half above (#7b), i.¢., just like any other plant and expense item
that is used and useful.

For those water companies that have not obtained a specific accounting order
from the Commission that details how CAP costs incurred up to this time
would be treated and meet items 1 through 4 above, the actual amount of
direct costs incurred (i.e., no rate of return or cost of money) should be
recovered in rates by some method determined in a rate case, as long as such
an allowance is not somehow improper (e.g., retroactive rate making, contrary
to some mandatory accounting/rate making principle, etc.).

8. Within 5 years of obtaining approval for cost recovery of the CAP costs, the water
company must submit a detailed engineering plan outlining how the water will be
put to use.

9. If a water company that has obtained cost recovery from the Commission is not
using its total CAP allotment by 2034, that portion not being used shall be sold. If
a water company has recovered from ratepayers the cost for retaining that portion
of the CAP allocation it sells, all net proceeds shall be refunded to ratepayers in a -
manner to be determined by the Commission at that time. Similarly, if a water
company sells all or any portion of its CAP allocation after recovering from
ratepayers the cost to retain the portion it sells, all net proceeds shall be refunded
to ratepayers.
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RUCO responses to Global’s data requests:

Willow 1.1 Please provide all work-papers associated with RUCO's testimony.

No schedules were used, all testimony and exhibits have been included in Mr.
Michlik’s testimony.

Willow 1.2 Admit that EPCOR Water Arizona Inc. has the management capability to
own and operate the Willow Valley system. If your response is anything other than an
unqualified admission, provide a complete description of the basis of your response,

including stating each fact or document on which you based your response.

RUCO’s job is not to oversee or evaluate Company management capabilities to
own and operate the Willow Valley system, nor is it prescribed in the Arizona
administrative code. If the Company needs assistance in evaluating its
management, financial, or technical capabilities, it can hire an outside consultant

to resolve any issues it may have.

Willow 1.3 Admit that EPCOR Water Arizona Inc. has the financial capability to own and
operate the Willow Valley system. If your response is anything other than an unqualified
admission, provide a complete description of the basis of your response, including

stating each fact or document on which you based your response.

See RUCO response to Company data request Willow 1.2. In addition, the
Company objected to RUCO 4.03 which asked for updated financial information
related to dividend payouts, not to mention most of the other financial data in this
document is subject to a confidentiality agreement. So, even if the Commission
were to ask RUCO to do some type of financial analysis to assess the Company’s

financial capability the Company would have to provide RUCO with this

information.




Willow 1.4 Admit that EPCOR Water Arizona Inc. has the technical capability to own
and operate the Willow Valley system. If your response is anything other than an
unqualified admission, provide a complete description of the basis of your response,

including stating each fact or document on which you based your response.

See RUCO response to Company data request Willow 1.2.

Willow 1.5 List each decision of the Arizona Corporation Commission, of which RUCO is
aware, where the Commission approved a regulatory liability for ADIT in an asset

transfer (as proposed in the testimony of RUCO Witness Michlik).

RUCO is not aware of any Commission approved regulatory liability for ADIT in
an asset transfer.

Willow 1.6 To the knowledge of RUCO, list each prior docket where RUCO proposed a
regulatory liability for ADIT in an asset transfer (as proposed in the testimony of RUCO
Witness Michlik).

RUCO is not aware of any recommendations that it has made in the past
regarding this issue at this juncture.

Willow 1.7 Admit that if a regulatory liability is created for ADIT (as proposed in the
testimony of RUCO Witness Michlik), that BWAZ will be required to use straight line
depreciation for income tax purposes under the IRS Depreciation Normalization Rules
[§168(i)(9) of the Internal Revenue Code of 1986, as amended (Code), and Treas. Reg.
81.167(l) - | (together, Depreciation Normalization Rules)]. If your response is anything
other than an unqualified admission, provide a complete description of the basis of your
response, including stating each fact or document on which you based your response.

RUCO cannot admit or deny at this point as RUCO is researching this issue, and
will supply a supplemental response at a later date.
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Willow 1.8 Provide RUCO's calculation of the ratepayer impact if EWAZ is forced to use
straight line depreciation for income tax purposes under the IRS Depreciation
Normalization Rules [§68(i)(9) of the Internal Revenue Code of 1986, as amended
(Code), and Treas. Reg.§l.1 67(!) - | (together, Depreciation Normalization Rules)]. If
your response is anything other than an unqualified admission, provide a complete
description of the basis of your response, including stating each fact or document on
which you based your response.

See RUCO response to Company data request Willow 1.7.

Willow 1.9 Regarding Attachment C to Mr. Michlik's Direct Testimony (Staff
Memorandum dated June 29, 2015), admit that none of the proposed policy statements
recommended in that memorandum were ever adopted as formal policy statements by
the Commission. If your response is anything other than an unqualified admission,
provide a complete description of the basis of your response, including stating each fact
or document on which you based your response.

RUCO cannot admit or deny at this point as RUCO is researching this issue, and
will supply a suppiemental response at a later date.

Willow 1.10 Regarding the March 19, 2012 Commission Staff Memorandum attached to
Mr. Michlik’s Direct Testimony, admit that the Arizona Corporation Commission has not
adopted the recommendations set forth in that memorandum. If your response is
anything other than an unqualified admission, provide a complete description of the
basis of your response, including stating each fact or document on which you based
your response.

See RUCO response to Company data request Willow 1.09

Willow 1.11 Regarding the article on “Tolleson to get $4.3M settlement in water
treatment plant dispute” (Attachment D to Mr. Michlik's Direct Testimony), please
provide the name of the publication this article appeared in, the date, and the page.

West Valley View, Friday, June 12, 2015 page 1.
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Willow 1.12 Regarding Mr. Michlik's statement that the "legal disputes” referenced in
Attachment D to his Direct Testimony “could affect the Company’s financial viability".
(Page 16, lines 17 to 19). Please provide the following:

A. Mr. Michlik's financial analysis of how EPCOR Water Arizona Inc.'s financial

viability could be impacted by the referenced legal disputes.

B. Did Mr. Michlik review any other documents other than the news articles in

Attachment D in researching the impact of these legal disputes on EPCOR Water
Arizona Inc.?

(i) For example, Did Mr. Michlik review legal pleadings?

(i) Did he review notes to financial statements regarding the litigation?

C. Provide Mr. Michlik's analysis of EPCOR'Water Arizona Inc.'s maximum

financial exposure in these legal disputes.

RUCO’s analysis is very simple, if the Company is still involved in a series of
legal disputes, and has to pay out millions of dollars that means the Company
has less money to invest in this water system.

Willow 1.13 Regarding Attachment F to Mr. Michlik's Direct Testimony, provide the
following information:

A. Any prior public versions of this document.
Who compiled the document?

When the document was compiled.

O o w

Describe the methodology used to prepare the document.
E. How many of these states have as many water companies as Arizona?

In response to B: The information was provided by the National Association of
Water Companies (“NAWC”).

RUCO does not have any information relating to questions A, C, D, or E. Since
NAWC is the trade group that represents Global. RUCO suggests that the
Company ask the questions to NAWC.




Willow 1.14 Regarding Mr. Michlik's statement that Global Water Resources, Inc. is a
class A utility”, [Michlik Direct at page 3, line 10-13 and page 16, line 12) admit that
Global Water Resources, Inc. is a "Public Utility Holding Company" as defined in A A.C.
R14-2-801, and not a “Class A" utility as defined in A.A.C. Rl4-2-103. If your response is
anything other than an unqualified admission, provide a complete description of the
basis of your response, including stating each fact or document on which you based
your response.

RUCO’s classification was based on Staff’s sufficiency letter dated November 7,
2012. Upon further review, RUCO agrees that Global Water Resources, Inc. is a
Public Utility Holding Company.

Willow 1.15 Regarding Mr. Michlik's statement that Global Water Resources, Inc. is an
Arizona corporation, admit that Global Water Resources, Inc. is a Delaware corporation.
If your response is anything other than an unqualified admission, provide a complete
description of the basis of your response, including stating each fact or document on
which you based your response.

Global Water Resources, Inc. probably was incorporated in Delaware, and does
business in Arizona, and has offices in the Phoenix Area. Further, from Global
Water Resources website “Global Water Resources Corp (GWRC) was
incorporated in British Columbia to acquire shares of U.S. based Global Water and
to actively participate in the management, business and operations of Global
Water through its representation on the board of directors of Global Water and its
shared management of Global Water. GWRC owns an approximate 48.1% interest
in Global Water.”

Willow 1,16 Mr. Michlik's Direct Testimony states that "The Company's proposed
acquisition adjustment seems very similar to a System Improvement Benefits ("SIB")
Mechanism in which utility plant is built between rate cases. The Arizona Court of
Appeals subsequently determined that the SIB was illegal (see Attachment A). This is
basically the same situation in this case as the acquisition premium as proposed will
create rate increases between rate cases without a fair value determination” (Michlik
Direct at page 7, lines 12 to 18). If the SIB mechanism and EWAZ's proposed
acquisition adjustment mechanism are illegal because they change rate base outside of
a rate case, please explain how RUCO's proposed "ratepayer protection mechanism"




(Michlik Direct at page 20, lines 20-21), which reduces rate base outside a rate case, is
legal.

RUCO believes the initial premise to the question is no longer valid. The
Company has clarified or modified its proposed acquisition adjustment in which
it states it will not ask for rates outside of a rate case, but will ask for the premium
be recovered in a rate case (see Testimony of EPCOR witness Sarah Mahler), thus
eliminating RUCO’s concern over the fair value determination. RUCO’s ratepayer
protection mechanism does not adjust outside of a rate case — there is no fair
value issue with RUCO’s recommended treatment of the acquisition premium.
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RUCO’s Updated responses to Global's data requests:

Willow 1.7 Admit that if a regulatory liability is created for ADIT (as proposed in the
testimony of RUCO Witness Michlik), that BWAZ will be required to use straight line
depreciation for income tax purposes under the IRS Depreciation Normalization Rules
[§168(i)(9) of the Internal Revenue Code of 1986, as amended (Code), and Treas. Reg.
§LI67(}) - | (together, Depreciation Normalization Rules)]. If your response is anything
other than an unqualified admission, provide a complete description of the basis of your
response, including stating each fact or document on which you based your response.

Willow 1.8 Provide RUCQ's calculation of the ratepayer impact if EWAZ is forced to use
straight line depreciation for income tax purposes under the IRS Depreciation
Normalization Rules [§68(i)(9) of the Internal Revenue Code of 1986, as amended
(Code), and Treas. Reg.§l.1 67(1) - | {together, Depreciation Normalization Rules)]. i
your response is anything other than an unqualified admission, pravide a complete
description of the basis of your response, including stating each fact or document on
which you based your response.

Objectxon the data request asks

Willow 1.9 Regarding Attachment C to Mr. Michlik’s Direct Testimony (Staff
Memorandum dated June 29, 2015), admit that none of the proposed policy statements
recommended in that memorandum were ever adopted as formal policy statements by
the Commission. If your response is anything other than an unqualified admission,

! Walker rebuttal page 6, line 3.
2 Walker rebuttal page 7, line 7.
3 Walker rebuttal page 6, line 4.




provide a complete description of the basis of your response, including stating each fact
or document on which you based your response.

Deny see the Surrebuttal Testimony of Jeffrey M. Michlik.

Willow 1.10 Regarding the March 19, 2012 Commission Staff Memorandum attached to
Mr. Michlik's Direct Testimony, admit that the Arizona Corporation Commission has not
adopted the recommendations set forth in that memorandum. If your response is
anything other than an unqualified admission, provide a complete description of the
basis of your response, including stating each fact or document on which you based
your response.

Deny See the Surrebuttal Testimony of Jeffrey M. Michlik.
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STAFF’S RESPONSE TO THE FIRST SET OF DATA REQUESTS FROM
WILLOW VALLEY WATER COMPANY, INC.
DOCKET NOS. W-01732A-15-0131 AND W-01303A-15-0131
NOVEMBER 5, 2015

Willow 1.1 Please provide all work papers associated with Staff’s testimony.
RESPONSE: Sending under separate cover.

RESPONDENT: Darron Carlson




The Going Concern Principle

The going concern principle is the assumption that an entity will remain in business for the foreseeable
future. Conversely, this means the entity will not be forced to halt operations and liquidate its assets
in the near term at what may be very low fire-sale prices. By making this assumption, the accountant
is justified in deferring the recognition of certain expenses until a later period, when the entity will

presumably still be in business and using its assets in the most effective manner possible.

An entity is assumed to be a going concern in the absence of significant information to the contrary.
An example of such contrary information is an entity’s inability to meet its obligations as they come
due without substantial asset sales or debt restructurings. If such were not the case, an entity would
essentially be acquiring assets with the intention of closing its operations and reselling the assets to

another party.

If the accountant believes that an entity may no longer be a going concern, then this brings up the
issue of whether its assets are impaired, which may calt for the write-down of their carrying amount to
their liquidation value. Thus, the value of an entity that is assumed to be a going concern is higher

than its breakup value, since a going concern can potentially continue to earn profits.

The going concern concept is not clearly defined anywhere in generally accepted accounting principles,
and so is subject to a considerable amount of interpretation regarding when an entity should report it.
However, generally accepted auditing standards (GAAS) do instruct an auditor regarding the

consideration of an entity’s ability to continue as a going concern.

The auditor evaluates an entity’s ability to continue as a going concern for a period not greater than
one year following the date of the financial statements being audited. The auditor considers (among
other issues) the following items in deciding if there is a substantial doubt about an entity’s ability to

continue as a going concern:

 Negative trends in operating results, such as a series of losses




e Loan defaults by the company
e Denial of trade credit to the company by its suppliers
e Uneconomical long-term commitments to which the company is subjected

e Legal proceedings against the company

If there is an issue, the audit firm must qualify its the audit report with a statement about the

problem.

1t is possible for a company to mitigate an auditor's view of its going concern status by having a third
party guarantee the debts of the business or agree to provide additional funds as needed. By doing so,
the auditor is reasonably assured that the business will remain functional during the one-year period

stipulated by GAAS.

Similar Terms

The going concern principle is also known as the going concern concept.




1. Staff should evaluate whether to support the transfer or just recommend against the
acquisition premium and set forth some conditions. It is not in the public interest to reward
companies with significant rate increase and a SIB only to have them do nothing to improve

their operations.

a. Global’s lack of action to further the public interest may be further compounded by
yet unknown conditions that might be disclosed in a review of Epcor’s due diligence
workpapers and the review of the board minutes of both companies. (See 8 & 9
below).

b. Global’s compliance filing of May 29, 2015 in 12-0309 et al indicates that very little
has been done to reduce water loss in this and other systems.

c. Refusal to provide due diligence workpapers prevents Staff from verifying that any
significant due diligence was performed.

d. Refusal to provide due diligence workpapers prevents Staff from evaluating any
known detriments or benefits to ratepayers, as would be discussed in due diligence
workpapers.

e. A recommendation against approving the transfer should be accompanied by Staff
concerns about the filing and items to be consideted in the event that the ACC does
approve the transfer.

2. Prior rate case 12-0309 et al, Decision No. 74364, Willow Valley was awarded a rate increase
of $404,269, or 57.53%, a SIB, and a rate design heavily weighted with amounts from the
monthly minimums.

a. None of this has resulted in any improvements such as SIB related or any other
repairs. It appears that the rate increase has benefitted the company only.

b. Global had argued that SIB was necessary and would result in reductions to water
loss but has failed to effect any repairs. :

c. Any changes to the existing SIB as part of this case would represent changes to a
previously approved SIB outside of a rate case.

3. The transfer of assets will result in a rate base supported by a capital structure / COE that
would result in savings for the ratepayers. Epcor is not willing to share benefits with
ratepayers. This would save ratepayers appx $40K per year. In response to GWB 1.3,
EWAZ touts rate stability as a benefit to ratepayers from the sale. “Rate Stability: EWAZ is
not seeking, as part of this Application, to change any of the rates previously approved by




the Commission. This will limit customer confusion or concern regarding the new
ownership structure in Willow Valley.”

Willow Valley is not a small troubled company, since its parent is well capitalized and has

access to the financial markets.

GWB 1.10 1s unresponsive. Operational concerns should be answered more fully with
cutrent information from Global instead of just sending in testimony from 2012 case. If
Global does not want to answet, it’s another reason to recommend denial.

Companies seek a 10% acquisition premium based on an ovetstated rate base. Slight
discrepancy i response to GWB 1.3. Text of 1.3 states rate bases at $2,268,031 while
supporting schedule shows rate base of $2,273,846, a difference of $5,815. Motre important
concern is that the rate base schedules submitted in response to GWB 1.6 shows current rate
base of $1,964,397. Significant different due to the exclusion of ADIT from the rate base
used in the rate base used by the Companies in determining the sale price of $2,494,834,
meaning that the acquisition premium is more correctly stated at $530,537 or 27 petcent.
The ADIT liability represents a reduction to rate base for taxes funded by rates but not yet
remitted to the taxing entities. Failure to recognize the ADIT lability deprives ratepayers of
the benefits for taxes already paid and funded through rates but not remitted by Global. Per
response to GWB 1.6, the ADIT as of December 31, 2014 is $260,224 which is an ADIT
hability of $293,862 net of an ADIT receivable of $33,638. The Sellet’s rate base schedule
3.2 also includes $19,767 for “Utility Plant Acquisition Adjustment” (not previously
approved? And its inclusion in the current calculation effectively does approved it) and fails
to include Customer Meter Deposits of $31,898. The buyer will be responsible to refund
Customer Meter Deposits as needed and it is unclear why these amounts should be excluded
from the calculation. If meter deposits are not intended to transfer for purposes of
calculating the sales price, the value of the meter deposits should be imputed for ratemaking
purposes and for purposes of calculating the acquisition premium. Failure to recognize
meter deposits also deptives ratepayers of the reduction to the price and in-a rate case, fails
to recognize the non-investor supplied capital.

GWB 1.11 Companies state that there are no employees directly employed by Willow and
are employees of Global Water. Question 1s unresponsive in terms of other indirect
employment and related costs and if the transfer will harm or help ratepayers.

Due Diligence workpapers — EWAZ objected to providing these. Staff is therefore unable
to verify that any due diligence has been performed or to evaluate the scope of the review.
Staff is further unable to determine whether any potential benefits or detriment to ratepayers

are expected or anticipated.

Board of Directors minutes and presentations — Companies object to providing these. Staff

is unable to confirm the support of either company’s board. Staff is further unable to




determine whether any potential benefits or detriment to ratepayers are expected or
anticipated.




Taxable asset acquisitions
Recurring issue

» Buyer’s ratemaking treatment of seller’s pre-disposition
“regular” deferred tax liabilities in a taxable asset
acquisition
— Various transaction forms

» Federal income tax consequences

— Seller’s pre-disposition DTL reverses s as a result of the taxable
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. _<_m< the buyer reduce its rate base by the seller’s _u_jm- ~
disposition deferred tax liability (DTL)

— By an amount that happens to equal the seller’s DTL? \<@ \

— May buyer reduces its revenue requirement by an amount that
approximates the effect of seller’s pre-acquisition DTL on its
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Deferred tax consistency requirement
Section 168(i)(9)(B)

» One way in which the basic normalization rule of Section
168(i)(9)(A) is not met is if the taxpayer, for ratemaking
purposes, uses a procedure or adjustment which is
inconsistent with the requirements of the basic
normalization rule

o Estimates or projections of:
— Tax expense

— Depreciation expense
— Deferred tax liability
— Rate base

Must be used consistently for all elements

56 Copyright © 2013 Deloitte Development LLC. All rights reserved.
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Dear

This letter responds to Parent’s request, made on behalf of Taxpayer, dated
January 9, 2015, for a ruling on the application of the normalization rules to certain
regulatory procedures applied in State as described below.

The representations set out in your letter follow.
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Taxpayer, a wholly-owned subsidiary of Parent, is primarily engaged in the
business of generating, transmitting, distributing, and selling electric power to customers
in State A and State B. It is subject to regulation by Commission A, Commission B, and
Commission C with respect to terms and conditions of services, including the rates it
may charge for its services. All three Commissions establish Taxpayer's rates based on
Taxpayer’s costs, including a provision for a return on the capital employed by Taxpayer
in its regulated business.

The law of State A provides a process under which a utility may recover its costs
relating to projects such as new electric generation facilities as a stand-alone rate
adjustment added to customers’ base rates. As relevant to this ruling request, the
process for setting the rates involves two components. First, a taxpayer files estimated
projections of all factors, including Accumulated Deferred Federal Income Taxes
(ADFIT), relevant to the costs associated with the facility that is the subject of the rate
adjustment. Rate base for this purpose is calculated using an average of the thirteen
projected end of month balances of the components of rate base. The rate adjustment
computed using these projections goes into effect at the beginning of the test period.
The test period is a twelve month period. The anticipated collections from rate payers,
the actual cost incurred with respect to the generating facility and any differences
between anticipated amounts and actual amounts are reconciled by a “true-up”
mechanism at the end of the test year. Under this mechanism, the reconciliation
amount is either charged to ratepayers (if actual revenues are below estimates) or
credited to ratepayers (if actual revenues exceed estimates) as part of the rates
established for the forthcoming rate year. For both under and over collections, a
carrying charge is imposed.

Taxpayer owns and operates electric transmission lines in several states,
including State A and State B. These lines are integrated into Operator, a regional
transmission operator. The rates that Taxpayer may charge its customers for these
transmission services are set using a formula approved by Commission C. The formula
rates are calculated using a methodology similar to that used to calculate the rate
adjustments, inasmuch as the formula rates are calculated using projected costs to
establish rates during the period for which rates are being set and a true-up based on
over or under recoveries that are reflected in a subsequent rate year. The rates are
determined by application of the formula approved by Commission C and go into effect
with no additional action by Commission C.

Taxpayer claims accelerated depreciation on its tax returns to the extent
permitted by the Internal Revenue Code. Taxpayer normalizes the federal income
taxes deferred as a result of its use of accelerated depreciation and thus maintains an
ADFIT balance on its regulatory books. In ratemaking proceedings before
Commission A to authorize rate adjustments as well as in calculation of the formula
rates, rate base is reduced by the calculated ADFIT balance. In calculating its ADFIT
balance for purposes of both the projection and true-up elements of the rate adjustment
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calculations, Taxpayer followed the same averaging conventions it used for the other
components of rate base. However, for prior formula rate filings, Taxpayer had
calculated its ADFIT balance by an average of the beginning and ending balances
notwithstanding that it used a 13-month average for computation of the plant portion of
rate base. Inthose prior cases, the averages are calculated in accordance with the
provisions of the Commission-approved template and the differences in averaging
conventions are required by the regulations adopted by Commission C.

Section 1.167(1)-1(h)(6) of the Income Tax Regulations requires that a proration
methodology be used by Taxpayer to calculate its applicable ADFIT balance for future
test periods. Prior to Year A, Taxpayer had not used the proration methodology either
in estimating its projected ADFIT balance or for the calculation of ADFIT for purposes of
the true-up. Members of Taxpayer's tax department became concerned about the
normalization implications of not using the proration formula during Year A. In filing
Case A, Case B, and Case C, Taxpayer incorporated the proration methodology into the
calculation of its projected ADFIT balance. In addition, Taxpayer incorporated the
proration methodology into the calculation of the true-up in Case B. The staff of
Commission A did not agree that the test period used for the rate adjustment
ratemaking was a future test period and therefore asserted that the proration
methodology was not required. In each of these cases, Commission A approved the
use of the proration methodology in the projected ADFIT balance but denied its use in
the true-up. When Commission A approved the use of the proration methodology for
the projected ADFIT balance, it revised a portion of the Taxpayer’'s cash working capital
allowance to reflect the adoption of the proration methodology. The adjusted portion
was intended to compensate Taxpayer for the lag in time between when expenditures
are made for services by Taxpayer and when collections for those services are received
by Taxpayer. Commission A concluded that the item in the cash working capital
allowance was duplicative of the effect of the proration methodology and was thus
unnecessary. Due to the uncertainty surrounding the application of the proration
methodology and the adjustment to cash working capital, Commission A directed
Taxpayer to seek this ruling from the Internal Revenue Service.

Both Commission A and Commission C at all times have required that all public
utilities under their respective jurisdictions use normalized methods of accounting.

Taxpayer requests that we rule as follows:

1. The proration methodology requirement does not apply to stand-alone rate
adjustment ratemaking and to the Commission C formula rates even if they
involve future test periods.

2. The estimated projection component of both the stand-alone rate adjustment
ratemaking and the formula rate does not employ a future test period within the
meaning of § 1.167(1)-1(h)(6)(ii) and therefore Taxpayer is not required to use the
proration methodology in order to comply with the normalization rules.
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3. The true-up component of both the stand-alone rate adjustment ratemaking and
the formula rate does not employ a future test period within the meaning of §
1.167(1)-1(h)(6)(ii) and therefore Taxpayer is not required to use the proration
methodology in order to comply with the normalization rules.

4. In Taxpayer's stand-alone rate adjustment proceedings, an adjustment to
eliminate from the Taxpayer's cash working capital allowance any provision for
accelerated depreciation-related ADFIT if the proration methodology is employed
does not conflict with the normalization rules.

5. In order to comply with the consistency requirement of the normalization rules, it
is not necessary that the Taxpayer use the same averaging convention it uses in
computing the other elements of rate base in computing its ADFIT balance for
purposes of the formula rates.

6. If the Service rules adversely with respect to Rulings 1, 2, or 3, above, any failure
by Taxpayer to employ the proration methodology prior to the proceedings in
Cases A, B, or C or the effective date approved by Commission C for the
requested modification of the formula rates was not a violation of the
normalization rules requiring sanctions for such violation.

7. In the event that the Service rules adversely with respect to Ruling 5, above,
Taxpayer's failure to comply with the consistency requirement in connection with
its formula rates prior to the effective date approved by Commission C for the
requested modification of the formula rates was not a violation of the
normalization rules.

Law and Analysis

Issues 1 and 2

Former section 167(l) of the Code generally provided that public utilities
were entitled to use accelerated methods for depreciation if they used a "normalization
method of accounting." A normalization method of accounting was defined in former
section 167(1)(3)(G) in a manner consistent with that found in section 168(i)(9)(A).
Section 1.167(1)-1(a)(1) of the Income Tax Regulations provides that the normalization
requirements for public utility property pertain only to the deferral of federal income tax
liability resulting from the use of an accelerated method of depreciation for computing
the allowance for depreciation under section 167 and the use of straight-line
depreciation for computing tax expense and depreciation expense for purposes of
establishing cost of services and for reflecting operating resuits in regulated books of
account. These regulations do not pertain to other book-tax timing differences with
respect to state income taxes, F.I.C.A. taxes, construction costs, or any other taxes and

ifems.

Section 168(f)(2) of the Code provides that the depreciation deduction
determined under section 168 shall not apply to any public utility property (within the
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meaning of section 168(i)(10)) if the taxpayer does not use a normalization method of
accounting.

In order to use a normalization method of accounting, section 168(i)(9)(A)
requires that a taxpayer, in computing its tax expense for establishing its cost of service
for ratemaking purposes of establishing its cost of service for ratemaking purposes and
reflecting operating results in its regulated books of account, to use a method of
depreciation with respect to public utility property that is the same as, and a
depreciation period for such property that is not shorter than, the method and period
used to compute its depreciation expense for such purposes. Under section
168(i)(9)(A)(ii), if the amount allowable as a deduction under section 168 differs from the
amount that-would be allowable as a deduction under section 167 using the method,
period, first and last year convention, and salvage value used to compute regulated tax
expense under section 168(i)(9)(A)(i), the taxpayer must make adjustments to a reserve
to reflect the deferral of taxes resulting from such difference.

Section 1.167(1)-1(h)(6) sets forth additional normalization requirements with
respect to public utility property. Under § 1.167(1)-1(h)(6)(i), a taxpayer does not use a
normalization method of accounting if, for ratemaking purposes, the amount of the
reserve for deferred taxes excluded from the rate base, or treated as cost-free capital,
exceeds the amount of the reserve for the period used in determining the taxpayer's
ratemaking tax expense. Section 1.167(1)-1(h)(6)(ii) also provides the procedure for
determining the amount of the reserve for deferred taxes to be excluded from rate base
or to be included as no-cost capital. If, in determining depreciation for ratemaking tax
expense, a period (the "test period") is used which is part historical and part future, then
the amount of the reserve account for this period is the amount of the reserve at the end
of the historical portion of the period and a pro rata amount of any projected increase to
be credited to the account during the future portion of the period. The pro rata amount
of any increase during the future portion of the period is determined by multiplying the
increase by a fraction, the numerator of which is the number of days remaining in the
period at the time the increase is to accrue, and the denominator of which is the total
number of days in the future portion of the period.

Section 1.167(1)-1(h)(6)(i) makes it clear that the reserve excluded from rate base
must be determined by reference to the same period as is used in determining
ratemaking tax expense. A taxpayer may use either historical data or projected data in
calculating these two amounts, but it must be consistent. As explained in section
1.167(l)-1(a)(1), the rules provided in section 1.167(I)-1(h)(6)(i) are to insure that the
same time period is used to determine the deferred tax reserve amount resulting from
the use of an accelerated method of depreciation for cost of service purposes and the
reserve amount that may be excluded from the rate base or included in no-cost capital
in determining such cost of services.

If a taxpayer chooses to compute its ratemaking tax expense and rate base
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exclusion amount using projected data then it must use the formula provided in section
1.167(D)-1(h)(6)(ii) to calculate the amount of deferred taxes subject to exclusion from
the rate base. This formula prorates the projected accruals to the reserve so as to
account for the actual time these amounts are expected to be in the reserve. As
explained in § 1.167(1)-1(a)(1), the formula in section 1.167(1)-1(h)(6)(ii) provides a
method to determine the period of time during which the taxpayer will be treated as
having received amounts credited or charged to the reserve account so that the
disallowance of earnings with respect to such amounts through rate base exclusion or
treatment as no-cost capital will take into account the factor of time for which such
amounts are held by the taxpayer.

The purpose of the proration formula is to prevent the immediate flow-through of
the benefits of accelerated depreciation to ratepayers. The proration formula stops flow-
through by limiting the deferred tax reserve accruals that may be excluded from rate
base, and thus the earnings on rate base that may be disallowed, according to the
length of time these accruals are actually in the reserve account.

The effectiveness of § 1.167(1)-1(h)(6)(ii) in resolving the timing issue has been
questioned by its failure to define some key terms. Nowhere does this provision state
what is meant by the terms "historical" and "future” in relation to the period for
determining depreciation for ratemaking tax expense (the "test period"). One
interpretation focuses on the type or quality of the data used in the ratemaking process.
According to this interpretation, the historical period is that portion of the test period for
which actual data is used, while the portion of the period for which data is estimated is
the future period. The second interpretation focuses on when the utility rates become
effective. Under this interpretation, the historical period is that portion of the test period
before rates go into effect, while the portion of the test period after the effective date of
the rate order is the future period.

The first interpretation, which focuses on the quality of the ratemaking data, is an
attractive one. It proposes a simple rule, easy to follow and to enforce: any portion of
the reserve for deferred taxes based on estimated data must be prorated in determining
the amount to be deducted from rate base. The actual passage of time between the
date ratemaking data is submitted and the date rates become effective is of no
importance. But this interpretation of the regulations achieves simplicity at the expense
of precision; in other words, it is overbroad. The proration of all estimated deferred tax
data does serve to magnify the benefits of accelerated depreciation to the utility, but this
is not the purpose of normalization. Congress was explicit: hormalization "in no way
diminishes whatever power the [utility regulatory] agency may have to require that the
deferred taxes reserve be excluded from the base upon which the utility's permitted rate
of return is calculated." H.R. Rep. No. 413, 91st Cong., 1st Sess. 133 (1969).

In contrast, the second interpretation of section 1.167(1)-1(h)(6)(ii) of the
regulations is consistent with the purpose of normalization, which is to preserve for
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regulated utilities the benefits of accelerated depreciation as a source of cost-free
capital. The availability of this capital is ensured by prohibiting flow-through. But
whether or not flow-through can even be accomplished by means of rate base
exclusions depends primarily on whether, at the time rates become effective, the
amounts originally projected to accrue to the deferred tax reserve have actually
accrued.

If rates go into effect before the end of the test period, and the rate base
reduction is not prorated, the utility commission is denying a current return for
accelerated depreciation benefits the utility is only projected to have. This procedure is
a form of flow-through, for current rates are reduced to reflect the capital cost savings of
accelerated depreciation deductions not yet claimed or accrued by the utility. Yet
projected data is often necessary in determining rates, since historical data by itself is
rarely an accurate indication of future utility operating results. Thus, the regulations
provide that as long as the portion of the deferred tax reserve based on projected
(future estimated) data is prorated according to the formula in section 1.167(1)-1(h)(6)(ii),
a regulator may deduct this reserve from rate base in determining a utility's allowable
return. In other words, a utility regulator using projected data in computing ratemaking
tax expense and rate base exclusion must account for the passage of time if it is to
avoid flow-through.

But if rates go into effect after the end of the test period, the opportunity to flow
through the benefits of future accelerated depreciation to current ratepayers is gone,
and so too is the need to apply the proration formula. In this situation, the only question
that is important for the purpose of rate base exclusion is the amount in the deferred tax
reserve, whether actual or estimated. Once the future period, the period over which
accruals to the reserve were projected, is no longer future, the question of when the
amounts in the reserve accrued is no longer relevant (at the time the new rate order
takes effect, the projected increases have accrued, and the amounts to be excluded
from rate base are no longer projected but historical, even though based on estimates).

There are two kinds of ratemaking at issue here, with identical components. For
both the stand-alone rate adjustment and the formula rates, Taxpayer estimates the
various components of rate base. Rates go into effect as of the beginning of the service
year.1 As such, the rates are in effect during the test year and the proration formula
must be used. The addition of the true up increases the ultimate accuracy of the rates
but does not convert a future test period into a historical test period as those terms are
used in the normalization regulations. Therefore, Taxpayer is required to apply the
proration formula in calculating accumulated deferred income taxes for purposes of
calculating rate base.

Issue 3

' We note that, because Taxpayer is using estimated data for the test period, the test period at issue here
constitutes a “future test period” under the first interpretation discussed above as well.
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As discussed above, where a taxpayer computes its ratemaking tax expense and
rate base exclusion amount using projected data then must use the proration formula
provided in section 1.167(1)-1(h)(6)(ii) to calculate the amount of deferred taxes subject
to exclusion from the rate base. This formula prorates the projected accruals to the
reserve so as to account for the actual time these amounts are expected to be in the
reserve. As explained in § 1.167(1)-1(a)(1), the formula in section 1.167(l)-1(h)(6)(ii)
provides a method to determine the period of time during which the taxpayer will be
treated as having received amounts credited or charged to the reserve account so that
the disallowance of earnings with respect to such amounts through rate base exclusion
or treatment as no-cost capital will take into account the factor of time for which such

amounts are held by the taxpayer.

The purpose of the proration formula is to prevent the immediate flow-through of
the benefits of accelerated depreciation to ratepayers. The proration formula stops flow-
through by limiting the deferred tax reserve accruals that may be excluded from rate
base, and thus the earnings on rate base that may be disallowed, according to the
length of time these accruals are actually in the reserve account.

In contrast to the projections discussed above, the true-up component is
determined by reference to a purely historical period and there is no need to use the
proration formula to calculate the differences between Taxpayer's projected ADFIT
balance and the actual ADFIT balance during the period. In calculating the true-up,
proration applies to the original projection amount but the actual amount added to the
ADFIT over the test year is not modified by application of the proration formula.

Issue 4

In Taxpayer's stand-alone rate adjustment proceedings, Commission A adjusted
the already-approved cash working capital allowance specifically to mitigate the effect of
the use of the proration methodology, finding the effects duplicative. In general,
taxpayers may not adopt any accounting treatment that directly or indirectly circumvents
the normalization rules. See generally, § 1.46-6(b)(2)(ii) (In determining whether, or to
what extent, the investment tax credit has been used to reduce cost of service,
reference shall be made to any accounting treatment that affects cost of service); Rev.
Proc 88-12, 1988-1 C.B. 637, 638 (It is a violation of the normalization rules for
taxpayers to adopt any accounting treatment that, directly or indirectly flows excess tax
reserves to ratepayers prior to the time that the amounts in the vintage accounts
reverse). Here, Commission A adjusted the cash working capital allowance specifically
to mitigate the effect of the application of the proration methodology. This is
inconsistent with the normalization rules. We do not hold that the normalization rules
require a similar type of cash working capital adjustment in all cases; we hold only that,
where, as here, it is adjusted or removed in an attempt to mitigate the effects of the
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application of the proration methodology or similar normalization rule, that adjustment or
removal is not permitted under the normalization rules.

Issue 5

Former section 167(l) of the Code generally provided that public utiliies were
entitled to use accelerated methods for depreciation if they used a "normalization
method of accounting.” A normalization method of accounting was defined in former
section 167(1)(3)(G) in a manner consistent with that found in section 168(i){(9)(A).
Section 1.167(1)-1(a)(1) of the Income Tax Regulations provides that the normalization
requirements for public utility property pertain only to the deferral of federal income tax
liability resulting from the use of an accelerated method of depreciation for computing
the allowance for depreciation under section 167 and the use of straight-line
depreciation for computing tax expense and depreciation expense for purposes of
establishing cost of services and for reflecting operating results in regulated books of
account. These regulations do not pertain to other book-tax timing differences with
respect to state income taxes, F.I.C.A. taxes, construction costs, or any other taxes and
items.

Section 168(f)(2) of the Code provides that the depreciation deduction
determined under section 168 shall not apply to any public utility property (within the
meaning of section 168(i)(10)) if the taxpayer does not use a normalization method of
accounting.

In order to use a normalization method of accounting, section 168(i)(9)(A)
requires that a taxpayer, in computing its tax expense for establishing its cost of service
for ratemaking purposes of establishing its cost of service for ratemaking purposes and
reflecting operating results in its regulated books of account, to use a method of
depreciation with respect to public utility property that is the same as, and a
depreciation period for such property that is not shorter than, the method and period
used to compute its depreciation expense for such purposes. Under section
168(i)(9)(A)(ii), if the amount allowable as a deduction under section 168 differs from the
amount that-would be allowable as a deduction under section 167 using the method,
period, first and last year convention, and salvage value used to compute regulated tax
expense under section 168(i}(9)(A)(i), the taxpayer must make adjustments to a reserve
to reflect the deferral of taxes resulting from such difference.

Section 168(i)(9)(B)(i) of the Code provides that one way the requirements of
section 168(i)(9)(A) will not be satisfied is if the taxpayer, for ratemaking purposes, uses
a procedure or adjustment which is inconsistent with such requirements. Under section
168(i)(9)(B)(ii), such inconsistent procedures and adjustments include the use of an
estimate or projection of the taxpayer's tax expense, depreciation expense, or reserve
for deferred taxes under section 168(i)(9)(A)(ii), unless such estimate or projection is
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also used, for ratemaking purposes, with respect to all three of these items and with
respect to the rate base.

In order to satisfy the requirements of §168(i)(9)(B), there must be consistency in
the treatment of costs for rate base, regulated depreciation expense, tax expense, and
deferred tax revenue purposes. Here, rate base, depreciation expense, and
accumulated deferred income taxes are all calculated in consistent fashion — all are
averaged over the same period. While there are minor differences in the convention
used to average all elements of rate base including depreciation expense on the one
hand, and ADFIT on the other, for purposes of §168(i)(9)(B), it is sufficient that both are
determined by averaging and both are determined over the same period of time. Thus,
the calculation of average rate base and accumulated deferred income taxes as
described above complies with the consistency requirement of §168(i)(9)(B).

Because of the conclusion reached above, Taxpayer's seventh issue is moot and
will not be considered further.

Issue 6

Because the Service has ruled in Issue 1 and 2 that Taxpayer was required to
use the proration formula applicable to future test periods for the projected revenue
requirement, prospectively adhering to the Service’s interpretation of § 1.167(1)-
1(h)(8)(ii) require adjustments to conform to this ruling. Any rates that have been
calculated using procedures inconsistent with this ruling (“nonconforming rates”) which
are or which have been in effect and which, under applicable state or federal regulatory
law, can be adjusted or corrected to conform to the requirements of this ruling, must be
so adjusted or corrected. Where nonconforming rates cannot be adjusted or corrected
to conform to the requirements of this ruling due to the operation of state or federal
regulatory law, then such correction must be made in the next regulatory filing or
proceeding in which Taxpayer's rates are considered. Specifically, the current timing of
Taxpayer's stand-alone rate adjustment filings with Commission A will accommodate all
adjustments or corrections to any prior estimated projections or true-ups necessary to
conform to the requirements of this ruling in rates having an effective date no later Date
X, including Case A, Case B, and Case C. In addition, Taxpayer has already sought an
order from Commission C to make the necessary changes to the rate templates, not
simply unilaterally adjusting the calculations (or the manner in which the templates are
completed) in the next annual projections or true-up adjustments. If Taxpayer must
request these changes through a filing with Commission C, Taxpayer has represented
that it will make a filing with Commission C to amend its formula rate template within six
months of receipt of this ruling letter, requesting that Commission C apply a
methodology in accordance with this letter using an effective date of the first month
following the date of the filing made with Commission C. Following Commission C’s
order in that filing, Taxpayer will prospectively apply the methodology consistent with
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this letter approved by Commission C. Until Commission C acts on the filing, Taxpayer
will continue to use the methodology described above.

Section 168(f)(2) of the Code provides that the depreciation deduction
determined under section 168 shall not apply to any public utility property (within the
meaning of section 168(i)(10)) if the taxpayer does not use a normalization method of
accounting. However, in the legisiative history to the enactment of the normalization
requirements of the Investment Tax Credit, Congress has stated that it hopes that
sanctions will not have to be imposed and that disallowance of the tax benefit (there, the
ITC) should be imposed only after a regulatory body has required or insisted upon such
treatment by a utility. See Senate Report No. 92-437, g2 Cong., 1% Sess. 40-41
(1971), 1972-2 C.B. 559, 581.

Here, Taxpayer has received stand-alone rate adjustments from Commission A
without application of the proration methodology as required. In addition, Taxpayer
used a template approved by Commission C to calculate formula-based rates. Both
Commission A and Commission C have, at all times, required that utilities under their
respective jurisdictions use normalization methods of accounting. Taxpayer also
intended at all times to comply with the normalization rules. As concluded above,
Taxpayer was required to use the proration methodology in these ratemaking
proceedings. However because Commissions A and C as well as Taxpayer at all times
sought to comply, and because Taxpayer will take the corrective actions described
above, it is not currently appropriate to apply the sanction of denial of accelerated
depreciation to Taxpayer.

Conclusions

1. The proration methodology requirement applies to all future test periods.

2. The estimated projection component of both the stand-alone rate adjustment
ratemaking and the formula rate does employ a future test period within the
meaning of § 1.167()-1(h)(6)(ii) and therefore Taxpayer is required to use the
proration methodology in order to comply with the normalization rules.

3. The true-up component of both the stand-alone rate adjustment ratemaking and
the formula rate does not employ a future test period within the meaning of §
1.167(1)-1(h)(6)(ii) and therefore Taxpayer is not required to use the proration
methodology in order to comply with the normalization rules.

4. In Taxpayer's stand-alone rate adjustment proceedings, an adjustment to
eliminate from the Taxpayer’'s cash working capital allowance any provision for
accelerated depreciation-related ADFIT if the proration methodology is employed
does conflict with the normalization rules.

5. In order to comply with the consistency requirement of the normalization rules, it
is not necessary that the Taxpayer use the same averaging convention it uses in
computing the other elements of rate base in computing its ADFIT balance for
purposes of the formuia rates.
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6. The Service rules adversely with respect to Rulings 1 and 2, above. Any failure
by Taxpayer to employ the proration methodology prior to the proceedings in
Cases A, B, or C or the effective date approved by Commission C for the
requested modification of the formula rates was not a violation of the
normalization rules requiring sanctions for such violation.

7. Because the Service rules favorably with respect to Ruling 5, above, Taxpayer's
requested Ruling 7 is moot.

Except as specifically determined above, no opinion is expressed or implied
concerning the Federal income tax consequences of the matters described above.

This ruling is directed only to the taxpayer who requested it. Section 6110(k)(3)
of the Code provides it may not be used or cited as precedent. In accordance with the
power of attorney on file with this office, a copy of this letter is being sent to your
authorized representative. We are also sending a copy of this letter ruling to the
Director.

Sincerely,

Peter C. Friedman

Senior Technician Reviewer, Branch 6
Office of the Associate Chief Counsel
(Passthroughs & Special Industries)




STAFF’S RESPONSE TO THE FIRST SET OF DATA REQUESTS FROM
WILLOW VALLEY WATER COMPANY, INC.
DOCKET NOS. W-01732A-15-0131 AND W-01303A-15-0131
NOVEMBER 5, 2015

Willow 1.2 Please identify the witness who will take Mr. Becker’s place and provide their
qualifications.

RESPONSE: Darron Carlson who is employed by the Utilities
Division of the Commission as a Public Utilities Analyst
Manager. He has been employed with the Utilities
Division since September of 1991. He holds a Bachelor
of Arts degree in both Accounting and Business
Management from Northeastern Illinois University in
Chicago, Illinois. He has participated in quite a number
of seminars and workshops related to utility
ratemaking, cost of capital, income taxes, and similar
issues. These have been sponsored by organizations
such as the National Association of Regulatory
Commissioners (“NARUC”), Duke University, Florida
State University, Michigan State University, New
Mexico State University, and various other
organizations.

RESPONDENT: Darron Carlson

Willow 1.3 Admit that EPCOR Water Arizona Inc. has the management capability to own
and operate the Willow Valley system. If your response is anything other than an
unqualified admission, provide a complete description of the basis of your
response, including stating each fact or document on which you based your
response.

RESPONSE: Staff has made no statement or indication that EPCOR
is not capable.

RESPONDENT: Darron Carlson
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WILLOW VALLEY WATER COMPANY, INC.
DOCKET NOS. W-01732A-15-0131 AND W-01303A-15-0131
NOVEMBER 5, 2015

Willow 1.4

Willow 1.5

Willow 1.6

Admit that EPCOR Water Arizona Inc. has the financial capability to own and
operate the Willow Valley system. If your response is anything other than an
unqualified admission, provide a complete description of the basis of your
response, including stating each fact or document on which you based your
response.

RESPONSE: See response to Willow 1.3.

RESPONDENT: Darron Carlson

Admit that Epcor Water Arizona Inc. has the technical capability to own and
operate the Willow Valley system. If your response is anything other than an
unqualified admission, provide a complete description of the basis of your
response, including stating each fact or document on which you based your
response.

RESPONSE: See response to Willow 1.3.

RESPONDENT: Darron Carlson

List each decision of the Arizona Corporation Commission, of which Staff is
aware, where the Commission approved a regulatory liability for ADIT in an asset
transfer (as proposed in the testimony of Staff Witness Becker).

RESPONSE: Staff is not aware of any.

RESPONDENT: Darron Carlson
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WILLOW VALLEY WATER COMPANY, INC.
DOCKET NOS. W-01732A-15-0131 AND W-01303A-15-0131
NOVEMBER 5, 2015

Willow 1.7

Willow 1.8

Willow 1.9

To the knowledge of Commission Staff, list each prior docket where Arizona
Corporation Commission Staff proposed a regulatory liability for ADIT in an
asset transfer (as proposed in the testimony of Staff Witness Becker).

RESPONSE: See response to Willow 1.6.

RESPONDENT: Darron Carlson

Admit that if a regulatory liability is created for ADIT (as proposed in the
testimony of Staff Witness Becker), that EWAZ will be required to use straight
line depreciation for income tax purposes under the IRS Depreciation
Normalization Rules [§168(i)(9) of the Internal Revenue Code of 1986, as
amended (Code), and Treas. Reg. §1.167(1)-1 (together, Depreciation
Normalization Rules)]. If your response is anything other than an unqualified
admission, provide a complete description of the basis of your response, including
stating each fact or document on which you based your response.

RESPONSE: Staff has determined that its recommendation to create
a regulatory liability to replace the ADIT balance may
result in a violation of the IRS normalization rules and
therefore withdrawal of this recommendation is under
internal review.

RESPONDENT: Darron Carlson

Provide Staff’s calculation of the ratepayer impact if EWAZ is forced to use
straight line depreciation for income tax purposes under the IRS Depreciation
Normalization Rules [§168(i)(9) of the Internal Revenue Code of 1986, as
amended (Code), and Treas. Reg. §1.167(1)-1, (together, Depreciation
Normalization Rules)].

RESPONSE: See response to Willow 1.8

RESPONDENT:  Darron Carlson




BEFORE THE ARIZONA CORPORATION COMMISSION

SUSAN BITTER SMITH - Chairman
BOB STUMP

BOB BURNS

DOUG LITTLE

TOM FORESE

IN THE MATTER OF THE JOINT APPLICATION OF DOCKET NO. W-01732A-15-0131
WILLOW VALLEY WATER CO., INC. AND EPCOR DOCKET NO. W-01303A-15-0131
WATER ARIZONA, INC. FOR APPROVAL OF THE
SALE OF ASSETS AND TRANSFER OF CERTIFICATE
OF CONVENIENCE AND NECESSITY

SURREBUTTAL TESTIMONY
OF
RALPH C. SMITH
ON BEHALF QF THE
RESIDENTIAL UTILITY CONSUMER OFFICE
NOVEMBER 13, 2015




TABLE OF CONTENTS

Page
L INTRODUGCTION ....oueetieeeieeceeiieeeeeicsenessessssseseseessssssssesssssssssesssssssssesarsssssasasasssstssnseesasnnneses 1
II. BACKGROUND ..ooorictterricreinrrieeiseisreesiesarssesssesssssessessssssssessssssssssssesssssssasssstssnsassssassssssesss 6

III.  CONCERNS REGARDING THE PROPOSED TRANSACTION AND THE WAY IT IS
STRUCTURED, WHICH WILL EXTINGUISH THE EXISTING ADIT BALANCES

OF THE WATER UTILITY ...ccoiviniiriremnnesesiesesnseeseinenssisesessiosesssisissssesssssssssesessssssses 9
ATTACHMENTS

Background and QUalifiCations.......c..cceveceuenreeniririerieeecseererereeesee e see e bt s e s e benees RCS-1
Staff responses to Willow Valley Data Request Set 1 ....occcevvvrereerincieriennercnreiecneieesecanees RCS-2
Private Letter Ruling 9447009 (11/25/1994)......cccoiviieiniearnnnnnriresiiinecesonsssesnenens RCS-3
Private Letter Ruling 9418004 (1/14/1994) .....cvouvrieeereinenieeeceneneeesressestenesseseeeeeeeseoneenens RCS-4
Dominion Peoples/SteelRiver, Joint Petition for Approval of Settlement in Pennsylvania PUC
Docket No. A-2008-2063737, dated September 4, 2009..........cooirierieceereerrreeereeereennnrcanans RCS-5
Excerpts of T.W. Phillips Gas and Oil Co./SteelRiver, Joint Petition for Approval of Settlement
in Pennsylvania PUC Docket No. A-2010-2210326, dated April 15, 2015 ....covvceceieiiinnrccnnne RCS-6
Dominion Hope/Peoples Hope Gas Companies, LLC, West Virginia PSC Order in Case No. 08-
1761-G-PC, dated December 22, 2009 .......ccoreiviriiiciercreniionienienieseesiessesesssesssseessssseesssasesnons RCS-7

Excerpts on ADIT Issue from Connecticut Public Utilities Regulatory Authority's January 22,
2014 Decision in Docket No. 13-06-08, Application of Connecticut Natural Gas Corporation to

Increase Its Rates and CRATZES ......cocceerereiiveenineinniiestneresesrecsteracrnesnaessnsnsesanesenesssssessasons RCS-8
Connecticut Iberdrola-UIL/OCC settlement in PURA Docket 15-07-38 containing resolution of
previously noted loss of utility ADIT CONCEIMNS.......cceeeerrererriinernenirnrenniesseesnessseeesesiseseessesene RCS-9

Connecticut Public Utilities Regulatory Authority May 9, 2014 letter to Connecticut Natural Gas
Corp. in Connecticut PURA Docket about the need for the Private Letter Ruling request to be
even-handed, neutral, fair, open and transparent on the applicability of the Depreciation
Normalization rules contained in 26 U.S. Code § 168(i)(9) and Treas. Reg. §1.167(1)-1, to the
ADIT issue raised in thiS proCeeding. ........cc.veeivererrrrerreriineeresnrerssesenssisessresessenseseseesessessenes RCS-10




Surrebuttal Testimony of Ralph C. Smith
Docket Nos. W-01732A-15-0131 & W-01303A-15-0131

Page 1

1 I. INTRODUCTION

21 Q. Please state your name, position, and business address.

31 A Ralph C. Smith. I am a Senior Regulatory Consultant at Larkin & Associates, PLLC,

4 15728 Farmington Road, Livonia, Michigan 48154.

5

6 Q Please describe Larkin & Associates.

71 A. Larkin & Associates is a Certified Public Accounting and Regulatory Consulting firm.

8 The firm performs independent regulatory consulting primarily for public service/utility

9 commission staffs and consumer interest groups (public counsels, public advocates,
10 consumer counsels, attorneys general, etc.). Larkin & Associates has extensive experience
11 in the utility regulatory field as expert witnesses in over 600 regulatory proceedings
12 including numerous electric, gas, telephone, and water and sewer matters.
13
14 Q. Mr. Smith, please summarize your educational background.
15 A. I received a Bachelor of Science degree in Business Administration (Accounting Major)
16 with distinction from the University of Michigan - Dearborn, in April 1979. 1 passed all
17 parts of the Certified Public Accountant (“C.P.A.”) examination in my first sitting in 1979,
18 received my CPA license in 1981, and received a certified financial planning certificate in
19 1983. I also have a Master of Science in Taxation from Walsh College, 1981, and a law
20 degree (“J.D.”) cum laude from Wayne State University, 1986. In addition, I have
21 attended a variety of continuing education courses in conjunction with maintaining my
22 vaccountancy license. I am a licensed C.P.A. and attorney in the State of Michigan. I am
23 also a Certified Financial Planner™ professional and a Certified Rate of Return Analyst
24 (“CRRA”). Since 1981, I have been a member of the Michigan Association of Certified
25 Public Accountants. I am also a member of the Michigan Bar Association and the Society
26 of Utility and Regulatory Financial Analysts (“SURFA”). I have also been a member of

!
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1 the American Bar Association (“ABA”), and the ABA sections on Public Utility Law and

Taxation.
Q. Please summarize your professional experience.
installing a computerized accounting system for a Southfield, Michigan realty

management firm, I accepted a position as an auditor with the predecessor CPA firm to

2

3

4

51 A. Subsequent to graduation from the University of Michigan, and after a short period of
6

7

8 Larkin & Associates in July 1979. Before becoming involved in utility regulation where
9

the majority of my time for the past 36 years has been spent, I performed audit,

10 accounting, and tax work for a wide variety of businesses that were clients of the firm.

11 During my service in the regulatory section of our firm, I have been involved in
12 rate cases and other regulatory matters concerning electric, gas, telephone, water, and
13 sewer utility companies. My present work consists primarily of analyzing rate case and
14 regulatory filings of public utility companies before various regulatory commissions, and,
15 where appropriate, preparing testimony and schedules relating to the issues for
16 presentation before these regulatory agencies.

17 [ have i)erformed work in the field of utility regulation on behalf of industry, state
18 attorneys general, consumer groups, municipalities, and public service commission staffs
19 concerning regulatory matters before regulatory agencies in Alabama, Alaska, Arizona,
20 Arkansas, California, Connecticut, Delaware, Florida, Georgia, Hawaii, Illinois, Indiana,
21 Kansas, Kentucky, Louisiana, Maine, Maryland, Massachusetts, Michigan, Minnesota,
22 Mississippi, Missouri, New Jersey, New Mexico, New York, Nevada, North Carolina,
23 North Dakota, Ohio, Oregon, Pennsylvania, South Carolina, South Dakota, Tennessee,
24 Texas, Utah, Vermont, Virginia, Washington, Washington D.C., West Virginia, and
25 Canada as well as the Federal Energy Regulatory Commission and various state and

26 federal courts of law.
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Q. Have you prepared an attachment summarizing your educational background and
regulatory experience?

A. Yes. Attachment RCS-1 provides details concerning my experience and qualifications.

Q. On whose behalf are you appearing?

A. I am appearing on behalf of the Residential Utility Consumer Office (“RUCO”).

Q. Have you previously testified before the Arizona Corporation Commission?

A. Yes. I have previously testified before the Commission on a number of occasions. As
illustrative examples, in 2000, I filed testimony on behalf of the Commission Utilities
Division Staff in Docket No. T-1051B-99-0497, involving the merger of the parent
companies of Qwest Communications Corporation, LCI International Telecom Corp. and

- U.S. West Communications, Inc. I testified before the Commission in Docket No. E-
01345A-06-0009, involving an emergency rate increase request by Arizona Public Service
Company (“APS” or “Company”); APS’ Docket Nos. E-01345A-05-0816, E-01345A-05-
0826, and E-01345A-05-0827, concerning proceedings involving APS base rates and
other matters; Docket No. E-01345A-08-0172, concerning an emergency rate increase and
general rate case request; and the most recent APS case, Docket No. E-01345A-11-0224.
I also testified before the Commission in UNS Gas, Inc. rate cases, Docket Nos. G-
04204A-11-0158, G-04204A-08-0571, G-04204A-06-0463, G-04204A-06-0013 and G-
04204A-05-0831; in UNS Electric, Inc. rate cases, Docket Nos. E-04204A-06-0783 and
E-04204A-12-0504; and in Southwest Gas Corporation rate cases, Docket Nos. G-
01551A-07-0504 and G-01551A-10-0458. I testified before the Commission in the
Arizona-American Water Company in Docket Nos. W-01303A-09-0343 and SW-01303A-

09-0343. I have also presented testimony in Tucson Electric Power Company rate cases,
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1 Docket Nos. E-01933A-07-0402 and E-01933A-12-0291, among others. I also testified in
2 the reorganization of UNS Energy Corporation in Docket Nos. E-04230A-14-0011 and E-
3 01933A-14-0011. Most recently, I testified before the Commission on behalf of RUCO in
4 the EPCOR Water Arizona, Inc. rate case, Docket No. WS-01303A-14-0010.
5
6f Q What is the purpose of the testimony you are presenting?
71 A The purpose of my testimony is to address the transfer of assets of Willow Valley Water
8 Co. Inc. (“Willow Valley”) to EPCOR Water Arizona Inc. (“EWAZ”) (collectively, the
9 “Applicants”). Specifically, I have been asked by RUCO to address issues concerning the
10 impact of such a transfer on the Accumulated Deferred Income Tax (“ADIT”) balances of
11 the water utility, and related concerns about income tax normalization. Based on my
12 experience in dealing with similar issues in other cases involving transfer of ownership of
13 utilities and rate case treatments, as well as with regulated public utility income tax issues,
14 I will also address options available to the Commission for dealing with these issues in the
15 current case, and will present my recommendations.
16
171 Q. What information did you review in conducting your analysis?

I8} A. I reviewed the Joint Application and direct testimony of Willow Valley and EPCOR,

19 direct testimony of Staff and RUCO (focusing on the ADIT-related issues), and the
20 rebuttal testimony of Willow Valley and EPCOR as well as selected responses to data
21 requests, and public information. I also reviewed information contained Larkin &
22 Associates' files for other cases in which similar issues were investigated.

23

241 Q. Have you prepared any attachments to be filed with your testimony?
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Yes.  Attachments RCS-1 through RCS-10 contain additional background and
qualifications information and copies of selected documents that are referenced in my

testimony.

Please briefly explain what is included in each of those attachments.

Attachment RCS-1 contains additional information on my Background and Qualifications.
Attachment RCS-2 contains Staff responses to Willow Valley Data Request Set 1.
Attachment RCS-3 contains Private Letter Ruling 9447009, dated November 25,

1994.

Attachment RCS-4 contains Private Letter Ruling 9418004, dated January 14,
1994,

Attachment RCS-5 contains Dominion Peoples/SteelRiver, Joint Petition for
Approval of Settlement in Pennsylvania PUC Docket No. A-2008-2063737, dated
September 4, 2009.

Attachment RCS-6 contains excerpts of T.W. Phillips Gas and Oil Co./SteelRiver,
Joint Petition for Approval of Settlement in Pennsylvania PUC Docket No. A-2010-
2210326, dated April 15, 2015.

Attachment RCS-7 Dominion Hope/Peoples Hope Gas Companies, LLC, West
Virginia PSC Order in Case No. 08-1761-G-PC, dated December 22, 2009.

Attachment RCS-8 contains Excerpts on the ADIT Issue from Connecticut Public
Utilities Regulatory Authority's January 22, 2014 Decision in Docket No. 13-06-08,
Application of Connecticut Natural Gas Corporation to Increase Its Rates and Charges.

Attachment RCS-9 contains Iberdrola-UIL/OCC settlement in Conﬁecticut PURA
Docket 15-07-38 containing resolution of previously noted loss of utility ADIT concerns.

Attachment RCS-10 contains Connecticut Public Utilities Regulatory Authority

May 9, 2014 letter to Connecticut Natural Gas Corp. in Connecticut PURA Docket about
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the need for the Private Letter Ruling request to be even-handed, neutral, fair, open and
transparent on the applicability of the Depreciation Normalization rules contained in 26
U.S. Code § 168(i)(9) and Treas. Reg. §1.167(1)-1, to the ADIT issue raised in that

proceeding.

BACKGROUND
What Arizona utilities are involved in the proposed transaction?
Willow Valley Water Co., Inc. is requesting authority to sell its assets and transfer its

certificate of convenience and necessity ("CCN") to EWAZ.

Please briefly describe Willow Valley Water Co., Inc.

Willow Valley is a public service corporation in Arizona, authorized for the provision of
water utility service in a portion of Mohave County under a CC&N granted in
Commission - Decision Nos. 32436, 34869, 55434, 68610. Willow Valley serves
approximately 1,620 connections in its approximately 3.5 square miles existing service
area. Its current water system consists of 10 wells, with a total capacity of 1,765 gallons
per minute; 4 storage tanks, with a combined capacity of 502,000 gallons; 12 booster
pump stations; and associated distribution systems. Willow Valley's parent, Global Water
Resources, Inc. (“Global”) is well capitalized and has access to the financial markets.
Global is a water resource management company based in Phoenix that owns and operates
regulated water, wastewater and recycled water utilities. The stock of Global’s parent,
GWR Global Water Resources Corp., is traded on the Toronto stock exchange and it
reported total assets of approximately $307.6 million and had annual revenue of

approximately $33 million in 2013 and 2014.

Please briefly describe EWAZ.
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A. EWAZ is a public service corporation, authorized to provide water service to nine districts
in Arizona, among of which are the Mohave and North Mohave Water Districts. These
two districts are located ten miles north of Willow Valley’s certificated service area.
EWAZ serves approximately 128,000 water customers in Arizona, including
approximately 16,000 in its Mohave Water District and 2,000 in its North Mohave Water
District. EWAZ is a subsidiary of EPCOR. EPCOR is headquartered in Edmonton,
Alberta, Canada. The sole shareholder of EPCOR is the City of Edmonton, Canada.
EPCOR has two key business lines: (1) water and (2) wires, and serves primarily in three
regions: (1) the Edmonton region, (2) Alberta’s oil sands and (3) the Southwestern U.S.
EWAZ is part of EPCOR’s water and wastewater business in the Southwestern U.S.
region. In this region, EPCOR's regulated water utilities are located in Arizona and New
Mexico and include Chaparral City Water Company, EPCOR Water Arizona (aka
“EWAZ”), and EPCOR Water New Mexico. Those Southwestern U.S. EPCOR utilities
provide water and wastewater services to approximately 195,000 customer connections

across 22 communities. For 2013, EPCOR had:
e Consolidated Revenue of C$1.955 billion, of which approximately
27 percent is related to its water services;
e Consolidated Operating Income of C$290 million, of which
approximately 40 percent is related to its water services;
e Consolidated Total Assets of C$5.447 billion, of which
approximately 48 percent is related to its water services; and

e Consolidated Earnings before Interest, Taxes, Depreciation, and
Amortization (EBITDA) of C$435 million, of which approximately
40 percent is related to its water services.

Q. What are some of the reasons cited by Applicants for their proposed transaction?
A. Willow Valley is a Class C water utility that is located close to EWAZ’s Mohave Water
District. Global had indicated that it is seeking to focus on its main service area in

Maricopa and Pinal Counties and on its core business strategy of providing regionally
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1 integrated water and wastewater service, and has decided to divest Willow Valley’s two
2 potable water systems in Mohave County.
3 EWAZ has agreed to buy all of Willow Valley’s assets necessary for the operation
4 of Willow Valley’s utility systems, which includes its water systems; associated real
5 property; and the permits, certificates, and other approvals that grant Willow Valley the
6 authority to operate its system, including its CC&N. Also, all customer meter deposits,
7 developer deposits, and prepayments under any line extension agreements held by Willow
8 Valley will be transferred to EWAZ as part of the Transaction. EWAZ will assume the
9 refunding obligations, if any, for these deposits and prepayments. Willow Valley will
10 retain all customer security deposits, apply any deposits to its last bill to customers, and
11 refund any difference.
12 EWAZ plans to pay the full purchase price, which includes a component of
13 compensation for the going concern value of the Willow Valley systems. EWAZ
14 proposes a mechanism to recovery from Willow Valley ratepayers the acquisition
15 premium (amount that it would be paying in excess of existing rate base). The
16 Transaction is not expected to affect any other utility. Because the proposed transaction is
17 structured as an asset sale, one result of the transaction, if approved, would be to
18 extinguish the existing Accumulated Deferred Income Taxes ("ADIT") on Willow
19 Valley's books, which are currently providing a significant source of non-investor supplied
20 cost-free capital supporting the water utility's rate base. Extinguishment of exiting utility
21 ADIT is one factor that presents a source of harm to ratepayers since, other things being
22 equal, the rate base would be significantly higher post-transaction and the rate base
23 increase due to the extinguishment of existing ADIT is attributable to the ownership
24 transfer and how it is being structured.
25
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CONCERNS REGARDING THE PROPOSED TRANSACTION AND THE WAY IT
IS STRUCTURED, WHICH WILL EXTINGUISH THE EXISTING ADIT
BALANCES OF THE WATER UTILITY.

What is ADIT?

ADIT is a source of non-investor supplied, zero-cost capital that is used for ratemaking
purposes as an offset to rate base. ADIT related to tax and book depreciation timing
differences results from the utility recording Deferred Income Tax on its books. A
simplified accounting example of the impact of tax depreciation exceeding book
depreciation is provided below. This illustrative example assumes that tax depreciation
exceeds book depreciation in the year by $10 million and that the Company is paying

Federal income taxes at a 35% tax rate.

DR. CR.
Federal Income Taxes Payable $3,500,000
Current Income Tax Expense $3,500,000
To record the reduction to current Federal income taxes from the use
of accelerated tax depreciation

Deferred Federal Income Taxes $3,500,000
Accumulated Deferred Income Taxes $3,500,000
To record the increase in Deferred Income Taxes resulting from
normalizing the difference between book and tax depreciation ofr
Federal income taxes.

The decrease to Current Income Taxes Expense of $3.5 million is offset by the
increase of Deferred Income Tax Expense. The ADIT of $3.5 million becomes cost-free
capital that is provided by ratepayers through that payment of the utility's revenue
requirement, which includes Deferred Income Tax Expense. The ADIT also has
similarities to a zero cost loan from the government in the form of deferred income tax
payments in that the company can use the tax savings it realized by the deductions for
accelerated tax depreciation interest-free until some point in the future, typically when the

asset is retired or sold.
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1

21 Q. How is ADIT typically treated for ratemaking purposes?

3f A ADIT represents a source of cost-free capital to the utility. For utility ratemaking
4 purposes, the ADIT is typically reflected as a deduction to utility rate base, to reflect that
5 this is a source of non-investor-supplied cost-free capital. Because ADIT for liberalized
6 depreciation is a rate base offset, the decreased amount of ADIT equates to an increased
7 rate base.

8

91 Q. How would the utility's existing ADIT amounts be affected by the transfer of

10 ownership, and the way it is structured?

11 A. Because the proposed transaction is structured as an asset sale, the existing ADIT on
12 Willow Valley's books would be extinguished. Put another way, the proposed transaction
13 would result in eliminating Willow Valley's ADIT balance. Basically, the interest-free
14 loan that has been provided to Willow Valley through ratepayer funding of the utility’s
15 deferred tax expense would disappear. This would occur because the seller would need to
16 pay the income tax liability that would be triggered by the sale of assets (for income tax
17 purposes) to the new owners.

18

191 Q. Is the extinguishment of existing utility ADIT a major source for concern with this
20 proposed transaction and how it is structured?

21| A Yes. Other things being equal, the extinguishment of existing ADIT would contribute to

22 Willow Valley having a significantly higher rate base, post-transaction. Thus, the
23 extinguishment of existing ADIT is one aspect of the proposed transaction that presents a
24 source of harm to ratepayers, if not remedied.

25

26| Q. Have you encountered this type of issue in other proceedings?
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Yes. The extinguishment of existing ADIT can arise from transfer of ownership
transactions, including transactions that are structured as a sale of utility assets, as is the
case with the Applicants' proposed transaction. Extinguishment of existing utility ADIT
can also occur when a proposed transaction is structured as a stock sale, when a special
income tax election is made (pursuant to Internal Revenue Code §338(h)(10)) to treat the
stock transfer as an asset sale for federal income tax purposes. This situation of ADIT
extinguishment can thus present itself in the context of a transfer of ownership proceeding
when either type of transaction exists. For the proposed transaction involving Willow
Valley, the existing utility ADIT would be extinguished because the Applicants have

proposed to structure the utility change-in-control transaction as an asset sale.

If the extinguishment of existing utility ADIT balances are disclosed during a
proposed utility acquisition or ownership transfer, what concerns does that raise?

If the extinguishment of existing utility ADIT balances are disclosed during a proposed
utility acquisition or ownership transfer, concerns are typically raised regarding whether
the proposed transfer will have detrimental consequences to ratepayers because of the loss
of the ADIT that had been accumulated, and the impact on utility rate base. As noted
above, structuring the change of control transaction as an asset purchase for federal
income tax purposes results in eliminating the existing ADIT balance that had built up on

the utility's books, which functions as a substantial rate base deduction.

How can utility ratepayers be protected against the harmful impacts of such a
transaction?
In order to protect ratepayers from the rate base increase related to this detrimental aspect

caused by the change in ownership and the way the ownership change is being structured,

the requested transaction could be denied if the harm cannot be adequately remedied.
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1 Alternatively, a hold harmless provision or some other type of condition that will protect

2 ratepayers from thé detrimental impact of the substantial rate base increases caused by the

3 ownership change and the way it is structured should be required among the conditions for

4 approval.

5

6| Q. What happens to the ADIT balances in the period after the ownership transfer?

1 A The proposed ownership transfer, as noted above, would result in setting the utility's

8 existing ADIT balances to zero. After the transfer, the new owner will typically reflect a

9 tax basis in the acquired assets based on the fair value of the assets as of the transfer date,
10 and will begin accruing tax depreciation from that date forward, using the new tax basis.
11 This process of recording deferred income tax expense and crediting the ADIT account for
12 book-tax differences, such as for accelerated tax depreciation, then starts the process of
13 rebuilding the ADIT balance from the ownership transfer date forward.
14

15 Q. What did Staff and RUCO recommend in order to protect ratepayers from the

16 extinguishment of existing utility ADIT as a result of the proposed transaction?

17§ A. Staff and RUCO recommended a hold harmless provision that would essentially maintain
18 the same level of rate base offset that existed prior to the ownership transfer on a post-
19 ownership transfer basis. Staff's proposal, for example, involved reclassifying the ADIT
20 balance as a Regulatory Liability. RUCO made a similar proposal: to require the use of a
21 Regulatory Liability to protect ratepayers. Another way to view these Staff and RUCO
22 recommendations would be as a condition for approval of the proposed transaction that
23 Applicants accept and agree to a requirement to establish a Regulatory Liability which

24 will be used as a rate base offset in future rate cases.
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Q. Is requiring a condition for approval of the proposed transaction that Applicants'
accept and agree to a requirement to establish a Regulatory Liability which will be
used as a rate base offset in future rate cases, the same as transferring an ADIT
balance from one owner to another?

A. No. Transferring an ADIT balance in a change-of-control transaction that is being
structured as an asset transfer would not occur. The ADIT balance would be extinguished.

Requiring Applicants to accept and agree to a requirement to establish a
Regulatory Liability or some alternative method of protecting ratepayers, which will be
used as a rate base offset in future rate cases, is not the same thing. It presents these
choices to the Applicants: (1) accept the requirement to establish the Regulatory Liability
as one of the conditions that are being required to obtain approval of the change-of-control
transaction, or (2) withdraw the proposed transaction and re-submit it with a structure that
does not involve extinguishment of existing utility ADIT, or (3) have the proposed
transaction rejected since a significant source of ratepayer harm (increased rate base cause
by the transaction and how it is structured) has not been remedied sufficiently for the

transaction to be in the public interest.

Q. What has EWAZ stated about the ADIT and Regulatory Liability issue in its
rebuttal testimony? |

A. The rebuttal testimony of EWAZ witness Sarah Mahler addresses this issue at pages 10-11
of 14. EWAZ opposes the creation of a Regulatory Liability on Willow Valley's books.
Reasons for opposition stated include EWAZ's opinion that this would have a negative
impact on the consolidation of small water systems in Arizona, and uncertainty about the

ability to close the transaction if the ADIT-associated Regulatory Liability requirement is

included in the final order.
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Q. ’ Does she offer an alternative?

A. At page 11, Ms. Mahler states that, if Staff's recommendation is adopted, EWAZ
recommends that the amortization of the Regulatory Liability commence immediately
upon transfer, based on a seven-year amortization period, i.e., a rate of 14.3 percent per
year, which she indicates would produce amortization of $37,175 per year, based on
Global's net ADIT balance decline from $367,598 to $260,224 between December 31,
2011 and December 31, 2014.

Q. What has Willow Valley stated in its rebuttal about the ADIT and Regulatory
Liability issue?
A. Willow Valley/Global witness Ron Fleming states as follows on page 3 of his rebuttal

testimony:
Q. What aspect of their [Staff and RUCO] testimony concerns you most?

A. Their proposal to create a regulatory liability for EWAZ in the amount
of $260,224 as an offset to EWAZ’s rate base. This is very significant in
the context of Willow Valley’s rate base of approximately $2.2 million, as
contemplated in the Asset Purchase Agreement. An 11% reduction to rate
base is significant; when also considering the fact that the ADIT liability
must still be accounted for by Global in future tax filings. This is akin to a
double accounting. If other companies face this issue of a significant cut to
rate base due simply to an asset sale, it will become very difficult to
financially justify pursuing any such deals. Mr. Walker will explain why
this proposed regulatory liability should be rejected.

Willow Valley's other rebuttal witness, Paul Walker, asserts that the Regulatory
Liability is poor regulatory policy and "will not only end this transaction, it will establish a
phenomenally high level of regulatory uncertainty that will make consolidating Arizona's
water utility impossible."! He claims further that the Staff and RUCO recommendation is

unprecedented.? He is apparently not aware of any case where a Regulatory Liability has

! Rebuttal Testimony of Paul Walker on Behalf of Willow Valley Water Co., Inc. ("Walker Rebuttal") at page 4.
21d.
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1 been created.® After stating that he is not an attorney nor a tax accountant and that he is
2 "not opining on the tax consequences raised by the forced transfer of ADIT from one
3 owner to another" and apparently based on his reliance upon a Nebraska utility's witness
4 who is not filing testimony in the current proceeding, Mr. Walker implies or asserts that
5 the ADIT issue would violate IRS tax normalization rules.*
6
71 Q. Willow Valley/Global witness Fleming, at page 3 of his rebuttal testimony, asserts
8 that having $260,224 as an offset to EWAZ’s rate base would be a significant
9 reduction of approximately 11 percent to Willow Valley’s rate base of approximately
10 $2.2 million, as contemplated in the Asset Purchase Agreement. Willow Valley
11 rebuttal witness Walker, at page 5, states that: "As Mr. Fleming explains, the
12 regulatory liability will significantly reduce rate base. And if rate base is reduced
13 each time a utility is sold, there will be significant disincentive for acquisitions of
14 water utilities." Is that the only way to look at the impact of the proposed
15 transaction?
161 A No. These Willow Valley/Global witnesses seen to have it backward. Rate base would
17 not be reduced as a result of their proposed transaction; it would be increased due to the
18 extinguishment of the existing Willow Valley ADIT, which provides a source of non-
19 investor-supplied cost-free capital that is currently supporting some of the Willow Valley
20 rate base. That ADIT balance has already accumulated on Willow Valley's books and
21 currently represents a rate base offset. But for the proposed ownership transfer (and how
22 it is being structured), that existing ADIT would continue to be used as an offset to
23 Willow Valley rate base. In contrast, the extinguishment of that existing ADIT would
24 result in a significant increase in the Willow Valley rate base, which would be occurring
31d, at 5, lines 23-24.
4 1d at page 6. He attaches a copy of Nebraska testimony from Mr. Lovinger as Attachment Walker-1.
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solely due to the proposed ownership transfer, and how it is being structured as an asset

sale,

Q. Would the Regulatory Liability reduce Willow Valley's pre-transfer rate base?
A. No. The idea of the Regulatory Liability is simply to prevent, or remedy, the significant

rate base increase that would occur solely as the result of the change-of-ownership

transaction and how that proposed transaction is structured. The Regulatory Liability
would essentially keep the rate base at the same level it was prior to the ownership change.
Viewed from the perspective of before-and-after the ownership change, the Regulatory
Liability does not reduce the pre-transaction Willow Valley rate base, it simply prevents it
from increasing substantially due to the proposed ownership change and how the

transaction is being structured.

Q. Is extinguishment of existing utility ADIT balances due to how ownership transfer
transactions are structured something that you believe should be encouraged by
utility regulators, including this Commission?

A. No. Existing utility ADIT should be preserved by regulatory authorities, including this
Commission, in utility ownership transfers whenever possible. For most utilities, ADIT
represents a significant source of non-investor-supplied cost-free capital that supports the
investment in utility rate base and which helps hold down rate increases. This appears to
be the situation for Willow Valley as well, where the impact of ADIT could be as much as
11 percent (or more) of rate base. Whenever utilities are being transferred and the transfer
can be accomplished by using a structure that does not extinguish the existing utility
ADIT, structuring the ownership transfer in a manner to preserve existing utility ADIT

should be encouraged. In contrast, transferring utilities between well-capitalized owners

in transactions that are structured to extinguish existing utility ADIT is something that
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1 should be discouraged. Extinguishment of existing utility ADIT from ownership transfers
2 should be discouraged, particularly if there are other ways of achieving an ownership
3 transfer that would preserve the utility ADIT.
4
51 Q. Some concerns have been raised about tax normalization requirements. Will you
6 please address those concerns, and advise the Commission based on your experience
7 of similar issues have been handled in other utility ownership transfer situations?
81 A. Yes. In the Fortis acquisition of UniSource Energy Corporation (and its utility
9 subsidiaries, Tucson Electric Power, UNS Electric and UNS Gas), Docket Nos. E-
10 04230A-14-0011 and E-01933A-14-0011, the potential harm to ratepayers from
11 extinguishment of utility ADIT was addressed by assuring that the transaction was being
12 structured in a manner (as a stock purchase) such that existing utility ADIT was not being
13 extinguished.’> Assurance that there would be no potential harm to ratepayers from
14 extinguishment of utility ADIT was also similarly addressed in other recent high profile
15 utility industry mergers, including Exelon-PHI and Iberdrola-United Illuminating. Based
16 on my regulatory experience, it is generally preferable to avoid having the utility ADIT
17 extinguished due to the structure of the change-in-control transactions, rather than
18 allowing a proposed transaction to be consummated that is structured in a manner to
19 extinguish utility ADIT, and having to develop remedies to alleviate the harm to rate
20 payers from the higher rate base that exists post-acquisition due to the ADIT
21 extinguishment. One of the difficulties in crafting remedies to protect ratepayers from
22 change-in-control transactions that are structured in a manner to result in extinguishing
5 That transaction was structured as a stock purchase and it was confirmed in discovery that no Internal Revenue
Code §338(h)(10) election (to treat the transfer as an asset sale for federal income tax purposes) would be made in
conjunction with that transaction. See, e.g., Applicants' response to RUCO UNS 1.02 reproduced in Attachment
}0{1%83‘35,3135.% 4(1)(: 1o'f 88 in my prefiled direct testimony on behalf of RUCO in Docket Nos. E-04230A-14-0011 and E-
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existing utility ADIT is doing so without implicating concerns regarding tax normalization

requirements.

Q. Has Staff responded to a discovery request that asked about the tax normalization
concern? '

A. Yes. Staff's Responses to Willow Valley Water Co., Inc.'s First Set of Data Requests to
Staff include some material that relates to the ADIT issue. Staff’s response to Willow 1.8

states that:

Staff has determined that its recommendation to create a regulatory
liability to replace the ADIT balance may result in a violation of the
IRS normalization rules and therefore withdrawal of this
recommendation is under internal review.

Additionally, a portion of Staff’s response to Willow 1.1 (work papers) poses the

following questions:

May the buyer reduce its rate base by the seller's pre-disposition deferred
tax liability (DTL) '

- By an amount that happens to equal the seller's DTL?

- May buyer reduces [sic] its revenue requirement by an amount that
approximates the effect of the seller's pre-acquisition DTL on its return?

That Staff response also contains handwritten "no" responses to the two questions.
The Staff response also includes a copy of Private Letter Ruling ("PLR") 143241-14 dated

July 6, 2015.5

Q. Are you convinced by that Staff data request response that the correct answers to

those two queries are unequivocally "no"?

¢ A copy of those Staff responses is included in Attachment RCS-2.
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A. No. I believe the correct answers may be more nuanced, and may be dependent on the
specific facts involved in each unique situation. Provisions that are accepted in a
stipulation as conditions imposed on a change-in-control transaction can, and have been
crafted in various ways to achieve ratepayer protection without necessarily subjecting the
utility to normalization violations that would prevent the utilities’ use of accelerated tax
depreciation. Having said that, it is usually much easier for regulators to reject proposed
change in control transactions that extinguish utility ADIT than to craft adequate remedies

that are immune to normalization concerns.

Q. Do you agree with Staff and Applicants that some concerns about tax normalization

requirements have been raised that may require resolution in order to avoid harm to

ratepayers?
A. Yes.
Q. Should the Commission require a thorough vetting of the normalization concerns?
A. That depends. If the Commission were inclined to approve the proposed transaction as

presently structured, and were inclined to utilize the Regulatory Liability approach to
remedying the extinguishment of utility ADIT, then the normalization concerns would
probably need to be fully vetted prior to approval of the transaction.

If the Commission is inclined to reject the proposed transaction for reasons that
could include because of how it has been structured to result in extinguishing existing
Willow Valley water utility ADIT, then there would be no need to thoroughly vet

normalization concerns or to require a private letter ruling to be obtained.
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Q. Would rejection of Applicants’ proposed transaction because of how it was
structured prevent Applicants from re-thinking, re-structuring, or re-presenting
their proposed ownership transfer of Willow Valley?

A. Probably not. Rejection of the transaction as presently structured presumably would not
preclude Applicants from restructuring their proposed change-in-control transaction in
another form that would not entail extinguishment of existing utility ADIT balances, or
from subsequently requesting Commission approval of a revised transaction that is

structured to preserve existing ADIT balances.

Q. Is requiring a private letter ruling from the IRS one way of having normalization
concerns vetted?

A. Yes. By requiring the Applicants to obtain a private letter ruling based specifically on the
fact situation presented in this proceeding, and ideally requiring that before transaction
approval, that would be one way in which the normalization concerns that have been
raised could be thoroughly vetted. Since ratepayers are not causing Applicants to propose
structuring their change-of-ownership transaction in a form that would result in
extinguishing existing utility ADIT, if the PLR route is used, the cost of preparing and
obtaining the PLR should be borne by Applicants and not charged to Willow Valley
ratepayers. Additionally, to assure that the PLR request is factually accurate and
presented in a balanced manner, the Staff and RUCO should have input to its drafting

before it 1s submitted to the IRS.

Q. You mentioned that a PLR was included with Staff's response to an EWAZ data
request. Does that PLR 143241-14 appear to be based on Willow Valley's situation?

A. No, it does not. That PLR contains the following description, which does not appear to be

based on Willow Valley's situation:
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1 Taxpayer, a wholly-owned subsidiary of Parent, is primarily engaged in the

2 business of generating, transmitting, distributing, and selling electric power

3 to customers in State A and State B. It is subject to regulation by

4 Commission A, Commission B, and Commission C with respect to terms

5 and conditions of services, including the rates it may charge for its services.

6 All three Commissions establish Taxpayer's rates based on Taxpayer's

7 costs, including a provision for a return on the capital employed by

8 Taxpayer in its regulated business.

9 The law of State A provides a process under which a utility may recover its
10 costs relating to projects such as new electric generation facilities as a
11 stand-alone rate adjustment added to customers' base rates. As relevant to
12 this ruling request, the process for setting the rates involves two
13 components. First, a taxpayer files estimated projections of all factors,
14 including Accumulated Deferred Federal Income Taxes (ADFIT), relevant
15 to the costs associated with the facility that is the subject of the rate
16 adjustment. Rate base for this purpose is calculated using an average of the
17 thirteen projected end of month balances of the components of rate base.
18 The rate adjustment computed using these projections goes into effect at
19 the beginning of the test period. The test period is a twelve month period.
20 The anticipated collections from rate payers, the actual cost incurred with
21 respect to the generating facility and any differences between anticipated
22 amounts and actual amounts are reconciled by a "true-up" mechanism at
23 the end of the test year. Under this mechanism, the reconciliation amount is
24 either charged to ratepayers (if actual revenues are below estimates) or
25 credited to ratepayers (if actual revenues exceed estimates) as part of the
26 rates established for the forthcoming rate year. For both under and over
27 collections, a carrying charge is imposed.

28 Taxpayer owns and operates electric transmission lines in several states,

29 including State A and State B. These lines are integrated into Operator, a

30 regional transmission operator. The rates that Taxpayer may charge its

31 customers for these transmission services are set using a formula approved

32 by Commission C. The formula rates are calculated using a methodology

33 similar to that used to calculate the rate adjustments, inasmuch as the

34 formula rates are calculated using projected costs to establish rates during

35 the period for which rates are being set and a true-up based on over or

36 under recoveries that are reflected in a subsequent rate year. The rates are

37 determined by application of the formula approved by Commission C and

38 go into effect with no additional action by Commission C.

39 This PLR is clearly not for Willow Valley. Moreover, the specific tax issues
40 addressed in that PLR are not particularly on point with the ADIT issue in the current
41 Willow Valley transfer-of-ownership proceeding. The PLR does not appear to even
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1 address the specific issue of using a Regulatory Liability that has been ordered by a
2 regulatory commission as a condition to approval of a change-of-control transaction. I
3 also note that the PLR indicates that it is directed only to the taxpayer who requested it
4 and may not be used or cited as precedent’:
5 This ruling is directed only to the taxpayer who requested it. Section
6 6110(k)(3) of the Code provides it may not be used or cited as precedent.
7 That particular PLR does not appear to address the specific normalization concemns that
8 have been raised in the current Willow Valley transfer-of-ownership proceeding. As such,
9 any reliance upon it for issues in the current proceeding would appear to be misplaced.

10

11 Q. Are you familiar with some other Private Letter Rulings that appear to be a bit
12 closer on point to the Willow Valley issue being addressed in the current case?

13 A. Yes, without attempting be exhaustive due to the short time frame for preparing

14 surrebuttal since being contacted by RUCO, I will note that one of the issues addressed in
15 PLR 9447009 (11/25/1994)% concerned the application of Internal Revenue Code ("IRC"
16 or "Code") Section 168(i)(10) after a corporation acquired for cash all of the outstanding
17 stock of a regulated public utility that owned and operated a natural gas pipeline in several
18 states. Elections were made under Section 338 of the Code, and the purchase of the
19 utility's stock was treated as a purchase of its assets for federal income tax purposes. In
20 that PLR, the IRS ruled that, for any period after the date of its acquisition, the utility will
21 violate the normalization requirements of Section 168(i)(9) if its rate base is reduced for
22 the unamortized ADFIT attributable to accelerated depreciation on public utility property
23 claimed before the acquisition date. The IRS reasoned that the utility's deferred tax

7 This is standard language that the IRS is required to include in all Private Letter Rulings. Tax practitioners can
nevertheless gain useful insights for how the IRS would rule on specific tax issues in situations where the fact
situation of the PLR is highly similar to a particular taxpayer's facts and circumstances.

8 This PLR is attached to my surrebuttal testimony as Attachment RCS-3.
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1 reserve resulting from accelerated depreciation ceases to exist. Accordingly, the IRS said
2 that the deferred tax reserve resulting from accelerated depreciation should be removed
3 from the utility's books of account and not flowed through to its customers.
4 In PLR 9418004 (1/14/1994), one of the issues addressed was for a public utility
5 company providing telecommunications services through local exchange telephone
6 operations. The company acquired, subject to a Section 338(h) election, all of the stock of
7 an unrelated public utility company ("Sub"). Before the acquisition, Sub claimed
8 investment credits and accelerated depreciation deductions on its public utility property.
9 The IRS ruled that the Sub will violate the normalization rules of Section 168(3) if its rate
10 base is reduced for unamortized ADIT attributable to accelerated depreciation on property
11 claimed before the acquisition date.
12
13 Q. You mentioned that those PLRs were a bit closer on point with the issues being
14 addressed in Willow Valley. Do you consider those to be exactly on-point with the
15 Willow Valley issue and thus provide a definitive conclusion?
16§ A No. I view those PLRs as being sufficient to establish that there could be a normalization
17 concern. However, they address a different fact situation than the one presented in the
18 current docket. Neither addresses the use of a Regulatory Liability that is established by a
19 utility regulatory commission as a condition to approval of a proposed change-in-control
20 transaction.
21
221 Q. In your experience, is the Regulatory Asset approach that was recommended in
23 direct testimony by Staff and RUCO unprecedented?
24| A. No. The Regulatory Asset approach is one way that has been established in transfer-of-
25 control proceedings to try to protect utility ratepayers from a detrimental aspect of such
9 This PLR is attached to my surrebuttal testimony as Attachment RCS-4.
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transactions, specifically from the harm related to the higher rate base caused by the loss
of the non-investor supplied cost-free capital in the form of ADIT, that would occur only

due to the change-of-ownership transaction and how it was structured.

Q. Are other utilities using that approach?
A. Yes. I am aware of two non-Arizona utilities that are using a similar approach that
involves protecting ratepayers from increased rate base that resulted from extinguishment

of ADIT in a change-of-control transaction.

Q. Were those utilities cited for a normalization violation?
A. No. To my knowledge, those utilities have continued to reflect the post-ownership-change

rate base treatment and have not been cited for tax normalization violations.'?

Q. Is that the approach that you would typically recommend to protect ratepayers from
the loss of ADIT in a proposed ownership-transfer transaction?

A. No. I acknowledge that there can be concerns about whether a particular approach may
create a normalization violation. An approach that uses a Regulatory Liability amount
that equals or approximates the previous owner's ADIT balance that was extinguished due
to the transfer of ownership may be a legitimate cause for concerns regarding tax

normalization requirements.

Q. Are there other ways of protecting ratepayers from extinguishment of utility ADIT

that do not entail such tax normalization requirement related concerns?

10 This is not intended to imply that the IRS agrees or disagrees with such treatment. T was not specifically involved
in those regulatory proceedings which established the treatment and am not aware if those utilities have been
subjected to IRS audits or if the IRS has reviewed the specific ratemaking treatments they have been using.
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A. Yes. One way is to require the applicants to structure their change-of-ownership
transaction in a manner that does not result in extinguishing the ADIT of the utility that is
being transferred. One way of accomplishing an ownership transfer in a manner that does
not extinguish the utility's existing ADIT is to structure the ownership change as a stock
transfer, rather than an asset sale, for tax purposes. Willow Valley Water Co., Inc. appears
to be organized as a corporation, with its parent, Global, owning the stock. If the
Commission were to reject the proposed transaction, due to the way it has been structured
(as an asset sale and transfer of CCN), that could open an opportunity for the Applicants to
re-think the structure of their proposed transaction. A subsequently filed application
proposing to accomplish the ownership change via a transfer of stock (without a Code
§338(h)(10) election) could presumably structure the change-of-ownership in a manner
that would maintain the existing Willow Valley ADIT, i.e., that would eliminate the
ratepayer harm associated with extinguishment of utility ADIT, that has raised major

concerns about the currently-proposed transaction.

Q. Is requiring the Applicants, or the acquirer, to obtain a private letter ruling, another
way to address normalization concerns?

A. Yes. Another way of addressing the concern and assuring that the transaction would not
create a normalization violation would be to require the applicant to obtain (preferably at
its own expense) a Private Letter Ruling based on the specific facts and circumstances
involved. The drafting of the PLR request should be subject to review and comment by
the parties to assure that it is presented in a balance manner and includes all important and
relevant facts. Ideally, an on-point ruling should be obtained and presented to the

regulatory commission before the transaction is approved.
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1] Q. Are there other ways of which you are aware, for addressing and remediating the |

2 impact on utility ratepayers from change-of-control transactions that affect utility

3 ADIT balances?

41 A. Yes. Requiring a rate freeze for the acquired utility for a specified period as a condition to

5 change-in-control transaction approval does not create any concerns about income tax

6 normalization violations. Maintaining the acquired utility's existing rates for a sufficient |

7 period, without increases, is thus one method of addressing and remediating an

8 extinguishment of utility ADIT situation.

9 Requiring a specified amount of ratepayer credits or a fund established by the
10 purchaser that will be used to offset future rate increases as a condition to approving a
11 proposed change-in-control transaction is another method.

12 Combining a rate moratorium/rate freeze provision with a purchaser-provided
13 ratepayer fund as conditions that are required to obtain approval of a proposed change-in- |i
14 control transaction has been employed in other cases. Such a combined requirement might

15 be appropriate in situations where having a rate freeze in effect long enough to fully
16 mitigate ratepayer harm might not be practical.

17

18 Q. Have you been involved in ownership transfer proceedings in which such methods
19 were employed?

20 A Yes. One illustrative example involved the transfer of Peoples Gas from Dominion to |
21 SteelRiver. Attachment RCS-5 presents the settlement agreement that was reached in that
22 proceeding and the Pennsylvania PUC's Order. As shown in Attachment RCS-5,
23 conditions to that change-in-control transaction included a rate moratorium and a
24 ratepayer fund to be utilized to offset future rate increases.

25
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Q. What types of calculations were utilized to negotiate the amount of ratepayer fund to
assure that utility ratepayers were being adequately protected from the
extinguishment of the pre-transfer ADIT?

A. Calculations were made using two time-based projections of utility ADIT balances. One
stream examined ADIT balances that existed at the time preceding the ownership transfer

- and that would have remained if no ownership transfer occurred. Another looked at ADIT
balances that would occur under the new ownership. Those ADIT balances started with
zero as of the date of the ownership transfer, and were related to the new ADIT that would
be generated by the utility under the new ownership. Typically, the tax basis to the new
owner is higher under an asset sale. At some point several years after the date of the
ownership transfer, the ADIT balances under the new ownership would eventually reach
the level of the ADIT balances without the ownership change. The two streams of ADIT
balances were compared, and differences were calculated each year. The ADIT
differences each year were converted into revenue requirement impacts, and the stream of
revenue requirement impacts was then evaluated using net present value ("NPV") analysis,
with a range of interest rates. The results of such calculations, particularly the NPV
analysis, was used to negotiate an amount of ratepayer provided funding that was deemed
sufficient to effectively hold harmless the impact of the ownership change on ratepayers.
The amount became part of the conditions that were imposed on the transaction as the

result of a negotiated settlement.

Q. Were you able to make similar calculations for Willow Valley in the current case?
A. No. In part because of the timing of when I was asked by RUCO to address the ADIT
issue, i.e., for surrebuttal rather than at the onset of the case, conducting thorough

discovery designed to obtain all of the necessary information to make similar calculations

for Willow Valley was not an option. Also, from the discovery responses to Staff and
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1 RUCO data requests to Applicants that I reviewed, it did not appear that information on
2 projected ADIT balances, with and without the proposed ownership change, was available
3 in the discovery that had been asked prior to when I was contacted by RUCO.
4
5/ Q. Can you provide an illustrative example of how a combination of a rate freeze and
6 ratepayer credits were used to address protection for ratepayers to counteract the
7 adverse impact of extinguishing the utility's ADIT as a result of a change-in-control
8 proceeding?
9 A. Yes. One illustrative example of the use of a combination of a rate freeze and ratepayer
10 credits to address protection for ratepayers of which I have knowledge is Docket No. A-
11 2010-2210326 before the Pennsylvania Public Utilities Commission in the Joint
12 Application for All of the Authority and the Necessary Certificates of Public Convenience
13 to Transfer All of the Issued and Outstanding Shares of Capital Stock of T. W. Phillips
14 Gas and Oil Co., currently owned by TWP INC., to LDC Holdings II LLC, an indirect
15 subsidiary of SteelRiver Infrastructure Fund North America LP, and to Approve the
16 Resulting Change in Control of T. W. Phillips Gas and Oil Co.
17
18 The settlement in that case included the following provisions for base rate credits
19 to customers and a rate moratorium'!:
20 :
21 1. T. W. Phillips will provide a rate credit in a future rate case under the :
22 following terms and conditions. "
23 (a) If the effective date of the first general base rate case increase following
24 the closing is within 5 years of the Closing Date, T. W. Phillips will
25 provide base rate credits to customers in the total amount of $9 million. ‘
26 (b) If the effective date of the first general base rate case following the
27 closing is more than 5 years and less than 10 years after the Closing Date, |
28 T. W. Phillips will provide base rate credits to customers in the total i
29 amount of $4.5 million.
1 See Attachment RCS-6.
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1 (c) Any base rate credit provided for in subparagraphs a or b shall be used

2 to reduce the rates determined in the general rate proceeding and will be

3 allocated to the classes in proportion to the revenues approved in the rate

4 proceeding. Base rate credits shall not be applied to reduce the bills of

5 customers that receive discounted rates.

6 (d) Any base rate credit will be designed to provide the amounts allocated

7 to each class over not less than a 3 year period and will terminate upon

8 exhaustion of the amounts allocated to each class.

9 2. T. W. Phillips will not increase its existing base distribution rates prior to
10 December 1, 2013, unless there are substantial changes in regulation or
11 federal tax rates or policy. This paragraph shall not prohibit changes in
12 rates pursuant to the State Tax Adjustment Surcharge or the Universal
13 Service Program charge.

14

15 Q. In that T.W. Phillips change-of-control transaction, what factor triggered the cause

16 for concern regarding the utility's ADIT balance and required the need for
17 mitigation of impacts on ratepayers to prevent harm?

18] A. That particular transaction was structured as a stock sale; however, the applicants had
19 made a voluntary.election under Section 338 of the Internal Revenue Code to treat the
20 transactions as an asset purchase for federal income tax purposes. The consequences of
21 making that election were to extinguish the selling utility's existing ADIT balances
22 effective with the date of the transaction. As noted above, the adverse impacts on utility
23 ratepayers that would have otherwise resulted were mitigated by a combination of rate
24 moratorium and specified base rate credit provisions that were required as conditions for
25 approval of the proposed transactions.

26

278 Q. How were the specific amounts of base rate credits derived?

281 A. The purchaser, SteelRiver, provided an updated Excel model in response to Consumer
29 Advocate discovery that included the impact of 2010 and 2011 bonus tax depreciation.
30 The difference in rate base under the “with” and “without” Section 338(h)(10) elections in

31 that updated model were used to project the rate base impacts of the change in ownership
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1 and the Section 338(h)(10) election from 2012 through 2027, i.e., through the end of the
Stee]River projected ownership period of T.W. Phillips. Calculations made in this
manner, and which also took into account the loss of investment tax credit (“ITC”)

amortization that had been reducing T.W. Phillips’ income tax expense, were made by me,

[, T S TS B

and were presented in a Highly Confidential Attachment to my testimony in that case.
Ultimately, those calculations were used to negotiate the specific amounts of base rate

credits that were contained in the settlement agreement reached in that case.

o 00 3

Q. Have you attached a copy of selected public documents?

10 A. Yes, related documents including the stipulated conditions for approval of that that TW

11 Phillips matter and the ratepayer protections that were utilized are attached in Attachment
12 RCS-6.
13

141 Q. Without the mitigation of adverse impacts from extinguishment of utility ADIT in
15 that case, would that proposed transaction have been in the public interest? '

16| A. Probably not.

17

18] Q. Have you also been involved in transfer-of-control proceedings in which no workable

19 solution to remedy the harm caused by the extinguishment of utility ADIT was
20 presented?

21 A. Yes. Around the same time that Dominion was selling its Pennsylvania gas distribution
22 utility (Dominion Peoples Gas), Dominion was also trying to sell its West Virginia gas
23 distribution utility (Dominion Hope Gas). A copy of the West Virginia PSC's Order in the
24 Hope Gas ownership transfer case is presented in Attachment RCS-7. The West Virginia

25 PSC rejected that proposed transfer, citing as one reason for such rejection, the failure to
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remedy the harm to ratepayers attributable to the extinguishment of the utility's ADIT and

the higher rate base approval of that ownership transfer would have entailed.

Q. You had mentioned that one way to obtain clarity on the normalization issue was to
require applicants to request and obtain a Private Letter Ruling, and you
recommended that be obtained at Applicants' expense and prior to approval of the
proposed transaction. Please explain how that recommendation has evolved based
on your professional experience with this type of issue in other utility change-of-
control and rate case proceedings.

A. In Connecticut Docket No. 10-07-09, Joint Application of UIL Holdings Corporation and
Iberdrola USA, Inc. for Approval of a Change of Control of Connecticut Natural Gas
Corporation and The Southern Connecticut Gas Company, the Connecticut Department of
Public Utility Control ("DPUC") addressed the proposed sale of Connecticut Natural Gas
Corporation ("CNG") and The Southern Connecticut Gas Company ("SCG") from
Iberdrola USA (“Iberdrola” or "IUSA") to UIL. Among other things, that sale involved an
election under Internal Revenue Code Section 338(h)(10) (“Section 338(h)(10) Election”)
to treat the stock transfer as an asset sale for federal income tax purposes. In the Purchase
Agreement, UIL and Iberdrola “...agreed to cooperate to effect a tax election pursuant to
Section 338(h)(10) of the Internal Revenue Code ... with respect to the purchase of the
stock of CEC and CTG.” (CT DPUC Docket No. 10-07;09 Application page 8.) The
Section 338(h)(10) Election allows UIL to treat the transaction for tax purposes as though
it is buying the assets of CNG and SCG instead of acquiring the stock of the corporations.
As aresult, “the effect of the 338 Election is to eliminate the accumulated deferred income

tax (‘ADIT’) balances of CNG and SCG, which in turn raises rate base.” (Id.) The

Section 338(h)(10) Election is not a requirement of a stock purchase; rather, UIL and
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Iberdrola chose to include the Section 338(h)(10) Election as part of the Purchase

Agreement.

Q. Was the sale of CNG and SCG from Iberdrola to UIL approved?
A. Yes.

Q. What was the impact on ADIT from the Section 338(h)(10) election?

A. Because of the Section 338(h)(10) Election, all of the ADIT that had been accumulated on
the books of CNG and SCG was essentially eliminated as of the date of the transfer. As
stated at pages 4-5 of the CT DPUC's November 10, 2010 Decision in Docket No. 10-07-
09:

The 338 Election allows the purchaser of stock to treat the transaction for
tax purposes as if the seller is selling and the buyer is purchasing the assets
rather than the stock associated with the corporations. The 338 Election
would eliminate the accumulated deferred income tax (ADIT) balances of
CNG and Southern, which, in turn, would increase rate base.

As stated in more detail at page 22 of that Decision:

UIL testified that all of CNG’s and Southern’s assets would be deemed
purchased for amounts equal to their net book values at the Closing.
However, for tax purposes, the ADIT associated with these assets would be
eliminated immediately after the Closing. The lack of ADIT would create
differences between the pre-acquisition and the post acquisition levels of
the utility plant in service. For CNG and Southern, these differences are
the amounts of the existing ADIT immediately prior to the Closing.
Responses to Interrogatories GA-67 and OCC-12. Furthermore, UIL stated
that the lack of ADIT immediately after the Closing would be recorded on
CNG’s and Southern’s regulated book of accounts used for ratemaking
purposes. However, the elimination of the ADIT would not change rates
charged to customers. Therefore, CNG’s and Southern’s rates in effect at
the time of the Closing would remain in effect until the Department
changes them in future rate proceedings. The elimination of the historical
ADIT and the recording of the new deferred taxes would be reviewed in
CNG’s and Southern’s next rate proceedings. Responses to Interrogatories
OCC-11 and OCC-12. Nonetheless, UIL agreed that the elimination of the
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existing ADIT immediately subsequent to the Closing would increase rate
base. Tr. 08/16/10, pp. 55 and 56.

Generally, for rate-making purposes, net ADIT liability amounts are treated
as offsets and thereby reduce rate base. The regulatory deferrals and
different recognitions for financial and tax reporting create differences
between book and tax bases for these rate base items. The ADIT represents
the income tax impact of the difference between historical book
depreciation expense compared to historical tax depreciation expense.
Ratemaking recognizes higher tax early in an asset’s life while the actual
taxes are deferred for payment later in the asset’s life. All things being
equal, the unwinding of the ADIT (i.e., when the actual taxes start to be
higher than book taxes) increases rate base over time. In the instant
Decision, the Department is not making a determination as to how the
changes in tax depreciation amounts caused by the Proposed Transaction
would affect the levels of tax benefits represented by and/or flowing from
the acquired assets.

Q. Did the Connecticut DPUC recognize in its decision in Docket No. 10-07-09 that the
extinguishment of the utility ADIT was a negative impact resulting from that
transaction and/or that election could have a negative impact on ratepayers?

A. Yes. At page 20 of its Order, the Connecticut DPUC stated that:

A few aspects such as the 338 Election discussed in Section II.C.1.
Internal Revenue Code Section 338(h)(10) Election could result in a
negative impact on ratepayers.

Q. What did the Connecticut DPUC state in its Decision in that docket about protecting
ratepayers from that negative impact?
A. At pages 23-24 of its Decision in Docket No. 10-07-09, the Connecticut DPUC stated as

follows:

The Department’s position is that the change of control should not impact
the cost of utility services that are provided to ratepayers. In subsequent
rate case proceedings, CNG and Southern would be required to show that
all accounting treatments resulting from the Proposed Transaction will not
have adverse impacts on rates. Also, CNG and Southern will be required to
file all journal entries to record the eliminations of the ADIT existing prior
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to the Closing. Furthermore, UIL will be directed to file exhibits,
separately for CNG and Southern, showing the total book basis, total tax
basis, total accumulated book depreciation and total accumulated tax
depreciation for utility plant assets as of the period immediately prior to the
Closing. UIL is hereby put on notice that, while the Department is
allowing the 338 Election, it is not recommending or by any stretch
requiring such an election. UIL proceeds at its own risk regarding the
ratemaking treatment that may or may not be afforded any election. The
Department intends to safeguard ratepayers from adverse impacts due the
change of control.

O WO 3O W=

[y

11
12 Q. Was the impact on utility rate base and revenue requirements of losing the |
13 accumulated ADIT addressed in a subsequent CNG base rate case?

14| A. Yes, the impact of extinguishing the ADIT balances as a result of how the change-in-
15 control transaction was structured was addressed in a subsequent base rate case for CNG.
16 |
17 Q. What did the Connecticut Public Utility Regulatory Authority ("PURA" or 1
18 "Authority")? Order in that CNG rate case, state with respect to the Section |
19 338(h)(10) election? :
201 A. The Authority's January 22, 2014 Decision in Docket No. 13-06-08, Application of |

21 Connecticut Natural Gas Corporation to Increase Its Rates and Charges, at pages 10-19. |
22 Pages 10-11 stated that: |
23 There was significant discussion, with diverging viewpoints, regarding the |
24 ADIT issue during the proceeding. At question is an ADIT balance that at
25 the time of the change in control was a credit balance of $78.3 million.
26 Due to the change in control being accounted for using a 338(h)(10)
27 election, UIL restated its rate base at book value for ratemaking purposes
28 and as a result extinguished its ADIT balance. There are ratemaking
29 implications, as ADIT credit balances are an offset to rate base. The
30 Parties agree that the remaining amount of unamortized ADIT in question,
31 due to amortization since the change in control, is approximately a credit
32 balance of $62,807,000 as of October 2013 and a credit balance of

12 Between the change-in-control case and the CNG rate case, the Connecticut utility regulatory authority underwent
a reorganization and is now known as the Connecticut Public Utility Regulatory Authority.
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$60,272,000 as average rate base for 2014. Late Filed Exhibit No. 51; Tr.
11/5/13, pp. 2253 and 2254.

Two main arguments were presented regarding the ADIT issue, the
treatment that should be afforded the ADIT from a transactional view and
in keeping with IRS regulations. The Company stated that the acquisition
transaction must be viewed in totality. The transaction benefitted CNG, the
Company’s customers and the State in a variety of ways (e.g., commitment
to infrastructure, natural gas growth, job creation, as well as energy
efficiency). Moreover, the 338(h)(10) Election is just one of many
components of this proceeding and it should not be singled out. The
Company contended that ADITs are properly extinguished, due to the
benefits of the change in control. The Company also stated that any “hold
harmless” adjustment in connection with the 338(h)(10) Election are not
warranted and could lead to severe adverse consequences for CNG and its
customers. The implementation of a ‘“hold harmless” adjustment would
constitute a tax normalization violation that would prohibit CNG from
claiming accelerated depreciation going forward — thereby causing the
Company to lose a cost-free source of financing with customers losing a
future rate base offset. CNG Brief, p. 4.

The OCC contended that while CNG relied on the discussion in the Change
in Control Decision, the Company failed to provide information in its
Application or in responses to interrogatories that would allow the
Authority, the OCC or other docket participants to ascertain any financial
benefit to ratepayers. It only argued about the detriment of the removal of
the ADIT credit. Employee counts have increased, rather than decreased,
and corporate costs have drastically increased. Corporate charges have
increased from $18.803 million in the test year to $22.841 million in the
rate year. The amount was subsequently updated to $23.819 million and is
a substantial increase compared to the rate year amount authorized in the
prior rate case of $8,932,293 for affiliate charges, which was prior to the
change in control. In addition, when asked during the hearing, "[i]s there
anything you can point to that you presented in this case that would show
the Authority which direction the revenue requirements have gone pre
change in control versus post,” the Company responded by saying "it's very
difficult to look pre change of control versus post because of all the things
that have changed." OCC Brief, pp. 130 and 131.

The OCC recommended a "hold harmless" adjustment be made associated
with the change in control approved in the Change in Control Decision.
This recommendation is for the purpose of protecting ratepayers from the
negative financial and rate consequences that result from that transaction,
consistent with the Authority's intent to safeguard ratepayers from adverse
impacts due to the change of control in that proceeding. Under the Section
338(h)(10) election, the acquiring entity is allowed to step up its basis of
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Extensive additional discussion in that Decision concerns attempts to craft a "hold |

harmless" remedy that would protect the ratepayers of CNG from the adverse impacts of

the acquired assets but as a consequence, the accumulated deferred tax
balance existing before the change in control is eliminated, (i.e., the
deferred tax liability becomes a current tax). Id., pp. 125 and 126.

The OCC disagreed with the Company’s position that a potential
normalization violation would occur if a “hold harmless” adjustment is
reflected in CNG’s revenue requirements that result from the current
proceeding. The recognition of a rate base credit equal to the pre-
acquisition ADIT balance as recommended has been utilized in other State
jurisdictions. The OCC contended that the Company witnesses have
provided no instances where a utility company has been placed on notice of
a normalization violation due to a “hold harmless” adjustment being
utilized in a utility rate proceeding after a Section 338(h)(10) election was
made. In fact, in the 2nd Supplement to the Response to Interrogatory AC-
24, in the December 31, 2012 Form 10-K, outside auditors for UNITIL, the
parent company for Northern Utilities, did not find that UNITIL was in an
uncertain tax position after a “hold harmless” adjustment in the form of a
rate base credit associated with pre-acquisition ADIT balances were
reflected in the company’s rate case decided earlier in 2012. The OCC
claimed that if UNITIL’s outside auditors thought there was uncertainty
regarding a potential normalization violation after the ratemaking
adjustment was reflected in Northern Utilities New Hampshire rate case,
Docket DG-11-069, they would have had to make such a disclosure in the
notes to the financial statements in this SEC filing. The hold harmless
adjustment could be structured in a number of ways. It could be an
adjustment that reduces rate base, it could be in the form of a merger
adjustment that reduces Operating and Maintenance (O&M) expenses, or
could be in the form of revenue credits which are used to offset the
Company's revenue requirement. Id., pp. 132 and 133.

The Attorney General (AG) argued that UIL’s Section 338(h)(10) election
eliminated the ADIT account, which may have benefitted the transacting
companies but will harm ratepayers unless corrected by the Authority
because ratepayers would no longer receive the financial benefits that the
ADIT provide. The AG fully supports the OCC’s proposal to structure a
“hold harmless” adjustment to the CNG rate base or to devise revenue
credits that would offset the loss of the ADIT. AG Brief, pp. 14 and 15.
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1 the Section 338(h)(10) election without incurring a normalization violation under the
2 Internal Revenue Code.!?

41 Q. Were adverse consequences experienced by CNG ratepayers in that rate case?

5| A. Yes. Due to the Section 338(h)(10) election associated from the transfer of control of

6 CNG from Iberdrola to UIL, CNG's rate base was higher than it otherwise would have
7 been. This was addressed in the PURA's Docket No. 13-06-08 Decision at page 18 as
8 follows:

9 The Authority will proceed with caution on this issue as the consequences
10 of a normalization violation are severe. CNG is rightfully concerned
11 regarding potential negative consequences of a normalization violation and
12 stated that “if the Company considered that an order issued by the
13 Authority constituted a violation of the normalization rules, the imposition
14 of the penalty would be self-executing. The Company would be compelled
15 to file its subsequent tax returns without claiming accelerated
16 depreciation.” CNG Brief, pp. 8 and 9. However, the Authority also finds
17 that the evidence and testimony presented in this proceeding is
18 unconvincing in terms of the creation of a normalization violation. The
19 Authority concludes that the only means to a definitive answer on this issue
20 is to go to the source, the IRS. The Authority hereby orders the Company
21 to seek a private letter ruling with regards to the specific question of after
22 extinguishment of an ADIT balance, whether or not a PUC directive to
23 institute a ratemaking mechanism to reflect a credit to ratepayers of ADIT
24 benefits lost through a 338(h)(10) election would constitute a normalization
25 violation. The Company shall file its proposed draft PLR to the PURA, for
26 approval, no later than March 14, 2014.

27 For the current proceeding, the Company is allowed to reflect the
28 extinguishment of ADITs associated with the change of control. However,
29 the Company shall, until further notice from the Authority, track the
30 revenue requirements associated with the credit ADIT balance of
31 $60,272,000 as average rate base for 2014. In the event of a ruling from
32 the IRS stating that imposing a ratemaking mechanism would not create a
33 normalization violation, the Authority will use this calculation as the basis
34 for a correction of rates.

35

3 1d at 10-19.
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1l Q. What has the Connecticut PURA required in order to address the issue of trying to |

2 protect Connecticut ratepayers from the adverse consequences of that prior change

3 of control transaction between Iberdrola and UIL?

41 A. As described at page 19 of that PURA Decision, and noted above, the Authority has |

5 required UIL to track costs and to request a Private Letter Ruling. |

6

71 Q Was that Private Letter Ruling that was required by the Connecticut PURA ever

8 issued?

o A. No. The Connecticut PURA rejected UIL's draft PLR request, and a PLR request was |
10 ultimately never submitted to the IRS. ‘
11 |

121 Q. Why was the utility-drafted PLR request rejected by the Connecticut PURA? |
13] A. In a letter dated May 9, 2014, in conjunction with Docket No. 13-06-08, Order No. 17, the

14 Connecticut PURA stated that its:

15 Order No. 17 requires that the Company “seek a private letter ruling with

16 regards to the specific question of, after extinguishment of an ADIT

17 balance, whether or not a PUC directive to institute a ratemaking |
18 mechanism to reflect a credit to ratepayers of ADIT benefits lost through a |
19 338(h)(10) election would constitute a normalization violation. The |
20 Company shall file proposed draft PLR to the PURA, for approval, no later |
21 than March 14, 2014.” Order No. 17 relates to discussion of the ‘
22 Accumulated Deferred Income Tax (ADIT) in Section ILB.S of the
23 Decision. See, Decision, pp. 9-19. The Authority concluded that '
24 additional information, in the form of guidance from the United States !
25 Internal Revenue Service (IRS), was needed to make a final determination
26 on this issue. To that end, the Authority determined that the appropriate

27 course of action was to direct CNG to seek a Private Letter Ruling from the

28 IRS. Order 17 directs CNG to file with the Authority for its review and

29 approval a proposed request for a Private Letter Ruling from the IRS.

30 The Authority has reviewed and revised the IRS Private Letter Ruling

31 request proposed by CNG. The Authority’s revisions to the letter

32 accomplish several key objectives. The revisions are aimed at making the

33 request for a ruling even-handed, neutral, fair, open and transparent on the

34 applicability of the Depreciation Normalization rules contained in 26 U.S.
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Code § 168(1)(9) and Treas. Reg. §1.167(1)-1, to the ADIT issue raised in
this proceeding. The Authority insists that the letter sent to the IRS provide
a clear and concise statement of the issue without any advocacy by CNG
for its particular position.

After the Authority reviews comments, the Authority will issue a letter
ruling on the Company’s Order No. 17 Compliance filing.

CNG’s proposed letter was more of a CNG advocacy piece containing its
legal theory for why the IRS should find a normalization violation. The
CNG proposed letter also unfairly provided that CNG’s expert witness on
this issue in Docket No. 13-06-08, was also representing CNG, before the
IRS.

The Authority’s revision to the Company’s letter removes CNG’s language
referencing the investment tax credit normalization rules and advocating
for a finding of a normalization violation. The Authority’s revision to the
Private Letter Ruling Request removes CNG’s expert witness from having
a role in representing the Company before the IRS. The Authority is
concerned with the ability of this tax attorney to present this issue before
the IRS in an unbiased manner and requests the Company employ its in-
house counsel before the IRS. The Authority questions CNG’s use of the
same tax attorney both as an expert witness before the PURA advocating a
particular position and as a representative for CNG before the IRS in this
Private Letter Ruling process unless the intent is to persuade the IRS to rule
consistently with the Company’s position presented in Docket No. 13-06-
08. In the opinion of the Authority, the IRS should consider this issue from
more than the perspective of CNG’s shareholders.

The Authority has sought a Private Letter Ruling to assist the PURA in its
decision making. The Private Letter Ruling request is not intended for
CNG to control the Private Letter Ruling process. The PURA is requiring
CNG, the taxpayer, to seek this ruling because the Authority requires IRS
input on a tax accounting issue in order to make a full and final
determination on the ADIT issue raised in Docket No. 13-06-08.
Therefore, CNG is acting in its capacity as a regulated public service
company under the oversight and direction of the PURA in seeking this
Private Letter Ruling. If the IRS requires additional information or wishes
to learn the positions of the affected entities, the PURA, CNG and the
Office of Consumer Counsel (OCC), should be able to participate in the
IRS process on an equal basis. To that end, the Authority’s revisions
provide for greater transparency and equity to the PURA and the OCC by
including them in the discussions between CNG and the IRS and by giving
the PURA and the OCC the opportunity to participate in any conferences
held by the IRS on this matter.
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A copy of that May 9, 2014 letter from the Connecticut PURA to CNG is presented in
Attachment RCS-10. Based on subsequent events, involving a subsequent change-of-
control proceeding involving the same two utilities (CNG and SCG) and instituting
agreed-upon mitigation measures to protect the CNG and SCG ratepayers from the
adverse consequences of the ADIT extinguishment that had occurred in the previous
change-of-control transaction, the request for the PLR was ultimately never submitted to

the IRS.

Please explain.

The ratepayer harms outlined in the CNG rate case that resulted from the Section
338(h)(10) Election were the subject of an appeal of the CNG rate case ruling and were
also areas of particular concern in a subsequent proposed merger proceeding involving
Iberdrola and UIL because it involved the same entities, and thus presented a regulatory
opportunity to address and remedy the harm to ratepayers associated with the prior
change-in-control transaction that had extinguished utility ADIT balances. Just a few
years ago, the two Connecticut gas distribution utilities, CNG and SCG, were transferred
from Iberdrola to UIL. As documented in the CNG rate case, Docket No. 13-06-08, the
Section 338(h)(10) Election had resulted in a higher rate base for CNG and higher rates to
CNG ratepayers. Then these same parent companies, UIL and Iberdrola, as part of their
proposed transaction in Connecticut PURA Docket No. 15-03-45, sought to transfer these
same two Connecticut gas distribution utilities, CNG and SCG, back to Iberdrola (along
with a Connecticut electric utility, United Illuminating). Moreover, the applicants in that
case sought to do this without remedying the ratepayer harm that resulted from their

previous transfer of these same two Connecticut gas distribution utilities.  This

transferring of these two Connecticut gas distribution utilities, CNG and SCG, first from
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1 Iberdrola to UIL, and then back to Iberdrola, with a focus on shareholder profit to the

detriment of ratepayers, raised serious public interest concerns.
Q. How were those serious public interest concerns ultimately addressed and resolved?
the proposed Iberdrola-UIL merger had not been resolved to the satisfaction of the

Connecticut PURA. Accordingly, on June 30, 2015 the PURA issued a proposed final

2

3

4

51 A. In Connecticut PURA Docket No. 15-03-45, concerns raised in the proceeding regarding
6

7

8 decision in that docket rejecting that merger. On July 1, 2015, the PURA rejected a motion
9

from the applicants in that case that requested that the Authority (1) suspend the current

10 procedural schedule; (2) extend the schedule by 2 months; and (3) reopen the record in the
11 proceeding to permit the Applicants to file additional information, commitments and
12 assurances to address the concerns set forth in the Proposed Decision. In response to
13 those rulings, the applicants withdrew their request for merger approval. The applicants in
14 that case subsequently engaged in serious discussions with key parties to that case,
15 including the Connecticut Office of Consumer Counsel (“OCC”). As a result of such
16 discussions, using the concepts of rate moratoriums and base rate credits similar to the
17 ones that had been used in some of the Pennsylvania change-in-control proceedings that I
18 described above!?, mitigation measures for the prior extinguishment of the Connecticut
19 utility ADIT balances were ultimately agreed upon (as well as other issues). Additional
20 conditions to approval of the proposed merger, including such ratepayer protections, were
21 memorialized in a settlement reached between OCC and the Applicants that was filed
22 Connecticut PURA Docket No. 15-07-38 on September 18, 2015. The protections
23 included a combination of customer rate credits and base rate freezes for the two
24 Connecticut gas distribution utilities, CNG and SCG.

25

14 Also see, e.g., Attachments RCS-5 and RCS-6
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11 Q. What specific measures were applied?
2 A. The following measures from the settlement reached between OCC and the Applicants
3 that was filed Connecticut PURA Docket No. 15-07-38 on September 18, 2015 were
4 applied:
M) 2. Customer Rate Credits — The Applicants will provide $20 million in
6 customer rate credits in the aggregate to customers of The United
7 Illuminating Company (“UI”), Connecticut Natural Gas Corporation
8 (“CNG”) and The Southern Connecticut Gas Company (“SCG” and
9 collectively with CNG and Ul, the “UIL Utilities”) in the first year
10 following the closing.
11 a. OCC recommends the following approach for allocating the $20 million
12 among the three UIL Utilities: A one-time, $20 million rate credit to
13 customers will be allocated to Ul, SCG and CNG based on the total number
14 of retail customers at each utility in proportion to the total number of retail
15 customers of the three UIL Utilities. Each Company’s rate credit will be
16 allocated to firm retail customer classes (i.e., residential, commercial and
17 industrial) based upon their proportional share of the monthly customer
18 charges, and will appear on the bill as a uniform dollar amount credit for
19 each separate customer class as a separate line item, along with an
20 explanatory bill message. All customers within a retail customer class shall
21 receive the same rate credit dollar amount. The rate credits will be applied
22 to billing cycles in or before the third full billing month following the
23 closing of the Proposed Transaction.
24 3. Additional Ratepayer Benefits for CNG Customers — The Applicants
25 will provide $12.5 million in rate credits to customers of CNG over the ten-
26 year period of 2018-2027 ($1.25 million per year).
27 4. Additional Ratepayer Benefits for SCG Customers — The Applicants
28 will provide the following benefits to customers of SCG:
29 a. $1.6 million in ratepayer savings associated with doubling SCG’s bare
30 steel/cast iron main replacement (from $11 million per year to $22 million
31 per year) over a three-year period without seeking recovery until the next
32 SCG rate case.
33 b. $7.5 million in rate credits over the ten-year period of 2018-2027 (§0.75
34 million per year).
35 5. Base Rate Freezes — The Applicants commit to distribution base rate
36 freezes for the UIL Utilities, which will result in significant customer
37 savings. Specifically: ...
38 CNG’s and SCG’s respective current distribution base rates will remain
39 with no new distribution base rates in effect before at least January 1, 2018.
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2f Q. Which provisions were designed to address ratepayer protections to remedy the

3 issues concerning the previous extinguishment of CNG and SCG utility ADIT
4 balances that resulted from the previous change-in-control and which had not been
5 adequately remedied, due to the normalization concerns, in the post-transfer CNG
6 rate case?
71 A. My understanding is that the specific additional rate credits for CNG provided for in
8 paragraph 3 and for SCG in paragraph 4(b) above, coupled with the rate moratorium
9 provisions for CNG and SCG in paragraph 5 provide for the agreed-upon ratepayer
10 protections that address and help remedy the harm to ratepayers that otherwise would be
11 attributed to the previous extinguishment of CNG and SCG utility ADIT balances from
12 the previous change-in-control transaction between UIL and Iberdrola involving those two
13 Connecticut gas distribution utilities.
14

151 Q. Have the experiences described above provided you with insights on best regulatory
16 practices for addressing change-in-control transactions that are structured in a
17 manner to extinguish utility ADIT balances?

18| A. Yes, it has.

19
20 Q. Please explain what you have learned about best practices.

21| A. First, the public interest will usually be best served if a proposed utility change-in-control

22 transaction can be structured in a manner that does not entail the extinguishment of utility
23 ADIT balances.

24 Second, if a private letter ruling is going to be required in order to address issues
25 relating to tax normalization requirements, the PLR should be drafted in a factually

26 accurate and neutral manner, and should be subject to review and approval by the
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1 regulatory authority prior to submission to the IRS, rather than allowing the drafting of the

2 PLR request to become an exercise in utility self-serving advocacy.

3 Third, the regulator should require that the PLR be obtained prior to approving a

4 change-in-control transaction that would result in extinguishing the utility ADIT balances.

5 It is preferable to have the PLR results in advance of granting approval because a viable

6 mitigation to protect utility ratepayers from the harm the transaction would otherwise

7 produce (i.e., from the higher rate base and higher rates) is needed that will not result in

8 the ability of the utility to use accelerated tax depreciation.

9 Fourth, if a viable method for mitigation of ratepayer harm that does not violate tax
10 normalization requirements cannot be developed, unless there are other compelling
11 reasons to approve the transaction, the ratepayer harm in itself could be significant enough
12 to warrant a ruling that the proposed transaction is not in the public interest.

13 Fifth, because the applicants in a proposed change-of-control transaction are the
14 parties that are creating the regulatory issues, including issues related to extinguishing the
15 existing utility ADIT balances because of how their proposed transaction is structured, the
16 costs of developing tax normalization challenge-proof mitigation of ratepayer harm, such
17 as the cost for obtaining a PLR, are change-of-control transaction costs that should be

i 18 borne by applicants and not recovered from utility ratepayers.

3 19 *
200 Q Please summarize your findings and recommendations on the ADIT issue.
21§ A. The Applicants have proposed to structure their proposed transfer of ownership of the
22 Willow Valley utility and its CCN as an asset sale that would result in extinguishing the
23 utility's existing ADIT. This aspect of the proposed transaction, unless remediated, would
24 harm ratepayers because the loss of the non-investor-supplied cost-free capital, other
25 things being equal, would significantly increase the utility's rate base. The increased rate
26 base would be caused solely by the change-in-control transaction and how it was
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structured. Failure to find a viable method of protecting ratepayers from the harm caused
by the proposed transaction could be one reason for rejecting the proposed transaction as
structured by the applicants. Unless the Applicants can present a workable method of
protecting Willow Valley ratepayers from the significantly increased rate base that would
result from the way they have proposed to structure their transaction, which extinguishes
the utility's existing ADIT, my recommendation is for the Commission to reject their

requested transaction.

Q. Does this conclude your surrebuttal testimony?

A. Yes, it does.




Attachment RCS-1
QUALIFICATIONS OF RALPH C. SMITH

Accomplishments

Mr. Smith's professional credentials include being a Certified Financial Planner™ professional, a
Certified Rate of Return Analyst, a licensed Certified Public Accountant and attorney. He
functions as project manager on consulting projects involving utility regulation, regulatory policy
and ratemaking and utility management. His involvement in public utility regulation has included
project management and in-depth analyses of numerous issues involving telephone, electric, gas,
and water and sewer utilities.

Mr. Smith has performed work in the field of utility regulation on behalf of industry, public service
commission staffs, state attorney generals, municipalities, and consumer groups concerning
regulatory matters before regulatory agencies in Alabama, Alaska, Arizona, Arkansas, California,
Connecticut, Delaware, Florida, Georgia, Hawaii, Illinois, Indiana, Kansas, Kentucky, Louisiana,
Maine, Maryland, Massachusetts, Michigan, Minnesota, Mississippi, Missouri, New Jersey, New
Mexico, New York, Nevada, North Carolina, North Dakota, Ohio, Oregon, Pennsylvania, South
Carolina, South Dakota, Tennessee, Texas, Utah, Vermont, Virginia, Washington, Washington DC,
West Virginia, Canada, Federal Energy Regulatory Commission and various state and federal
courts of law. He has presented expert testimony in regulatory hearings on behalf of utility
commission staffs and intervenors on several occasions.

Project manager in Larkin & Associates' review, on behalf of the Georgia Commission Staff, of the
budget and planning activities of Georgia Power Company; supervised 13 professionals;
coordinated over 200 interviews with Company budget center managers and executives; organized
and edited voluminous audit report; presented testimony before the Commission. Functional areas
covered included fossil plant O&M, headquarters and district operations, internal audit, legal,
affiliated transactions, and responsibility reporting. All of our findings and recommendations were
accepted by the Commission.

Key team member in the firm's management audit of the Anchorage Water and Wastewater Utility
on behalf of the Alaska Commission Staff, which assessed the effectiveness of the Utility's
operations in several areas; responsible for in-depth investigation and report writing in areas
involving information systems, finance and accounting, affiliated relationships and transactions,
and use of outside contractors. Testified before the Alaska Commission concerning certain areas of
the audit report. AWWU concurred with each of Mr. Smith's 40 plus recommendations for
improvement.

Co-consultant in the analysis of the issues surrounding gas transportation performed for the law
firm of Cravath, Swaine & Moore in conjunction with the case of Reynolds Metals Co. vs. the
Columbia Gas System, Inc.; drafted in-depth report concerning the regulatory treatment at both
state and federal levels of issues such as flexible pricing and mandatory gas transportation.

Lead consultant and expert witness in the analysis of the rate increase request of the City of Austin
- Electric Utility on behalf of the residential consumers. Among the numerous ratemaking issues
addressed were the economies of the Utility's employment of outside services; provided both
written and oral testimony outlining recommendations and their bases. Most of Mr. Smith's
recommendations were adopted by the City Council and Utility in a settlement.
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Key team member performing an analysis of the rate stabilization plan submitted by the Southern
Bell Telephone & Telegraph Company to the Florida PSC; performed comprehensive analysis of
the Company's projections and budgets which were used as the basis for establishing rates.

Lead consultant in analyzing Southwestern Bell Telephone separations in Missouri; sponsored the
complex technical analysis and calculations upon which the firm's testimony in that case was
based. He has also assisted in analyzing changes in depreciation methodology for setting telephone
rates,

Lead consultant in the review of gas cost recovery reconciliation applications of Michigan Gas
Utilities Company, Michigan Consolidated Gas Company, and Consumers Power Company.
Drafted recommendations regarding the appropriate rate of interest to be applied to any over or
under collections and the proper procedures and allocation methodology to be used to distribute
any refunds to customer classes.

Lead consultant in the review of Consumers Power Company's gas cost recovery refund plan.
Addressed appropriate interest rate and compounding procedures and proper allocation
methodology.

Project manager in the review of the request by Central Maine Power Company for an increase in
rates. The major area addressed was the propriety of the Company's ratemaking attrition adjustment
in relation to its corporate budgets and projections.

Project manager in an engagement designed to address the impacts of the Tax Reform Act of 1986
on gas distribution utility operations of the Northern States Power Company. Analyzed the
reduction in the corporate tax rate, uncollectibles reserve, ACRS, unbilled revenues, customer
advances, CIAC, and timing of TRA-related impacts associated with the Company's tax liability.

Project manager and expert witness in the determination of the impacts of the Tax Reform Act of
1986 on the operations of Connecticut Natural Gas Company on behalf of the Connecticut
Department of Public Utility Control - Prosecutorial Division, Connecticut Attorney General, and
Connecticut Department of Consumer Counsel.

Lead Consultant for The Minnesota Department of Public Service ("DPS") to review the Minnesota
Incentive Plan ("Incentive Plan") proposal presented by Northwestern Bell Telephone Company
("NWB") doing business as U S West Communications ("USWC"). Objective was to express an
opinion as to whether current rates addressed by the plan were appropriate from a Minnesota
intrastate revenue requirements and accounting perspective, and to assist in developing
recommended modifications to NWB's proposed Plan.

Performed a variety of analytical and review tasks related to our work effort on this project.
Obtained and reviewed data and performed other procedures as necessary (1) to obtain an
understanding of the Company’s Incentive Plan filing package as it relates to rate base, operating
income, revenue requirements, and plan operation, and (2) to formulate an opinion concerning the
reasonableness of current rates and of amounts included within the Company's Incentive Plan
filing. These procedures included requesting and reviewing extensive discovery, visiting the
Company's offices to review data, issuing follow-up information requests in many instances,
telephone and on-site discussions with Company representatives, and frequent discussions with
counsel and DPS Staff assigned to the project.
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Lead Consultant in the regulatory analysis of Jersey Central Power & Light Company for the
Department of the Public Advocate, Division of Rate Counsel. Tasks performed included on-site
review and audit of Company, identification and analysis of specific issues, preparation of data
requests, testimony, and cross examination questions. Testified in Hearings.

Assisted the NARUC Committee on Management Analysis with drafting the Consultant Standards
for Management Audits.

Presented training seminars covering public utility accounting, tax reform, ratemaking, affiliated

transaction auditing, rate case management, and regulatory policy in Maine, Georgia, Kentucky,
and Pennsylvania. Seminars were presented to commission staffs and consumer interest groups.

Previous Positions

With Larkin, Chapski and Co., the predecessor firm to Larkin & Associates, was involved
primarily in utility regulatory consulting, and also in tax planning and tax research for businesses
and individuals, tax return preparation and review, and independent audit, review and preparation
of financial statements. -

Installed computerized accounting system for a realty management firm.

Education

Bachelor of Science in Administration in Accounting, with distinction, University of Michigan,
Dearborn, 1979.

Master of Science in Taxation, Walsh College, Michigan, 1981. Master's thesis dealt with
investment tax credit and property tax on various assets.

Juris Doctor, cum laude, Wayne State University Law School, Detroit, Michigan, 1986. Recipient
of American Jurisprudence Award for academic excellence.

Continuing education required to maintain CPA license and CFP® certificate.

Passed all parts of CPA examination in first sitting, 1979. Received CPA certificate in 1981 and
Certified Financial Planning certificate in 1983. Admitted to Michigan and Federal bars in 1986.

Michigan Bar Association.

American Bar Association, sections on public utility law and taxation.
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Partial list of utility cases participated in:

79-228-EL-FAC
79-231-EL-FAC
79-535-EL-AIR
80-235-EL-FAC
80-240-EL-FAC
U-1933*
U-6794
81-0035TP
81-0095TP
81-308-EL-EFC
810136-EU
GR-81-342
Tr-81-208
U-6949

8400

18328

18416
820100-EU
8624

8648

U-7236
U6633-R
U-6797-R
U-5510-R

82-240E

7350

RH-1-83
820294-TP
82-165-EL-EFC
(Subfile A)
82-168-EL-EFC
830012-EU
U-7065

8738
ER-83-206
U-4758

8836

8839

83-07-15
81-0485-WS
U-7650

83-662
U-6488-R
U-15684

7395 & U-7397
820013-WS
U-7660
83-1039
U-7802
83-1226
830465-EI
U-7771
U-7779

Cincinnati Gas & Electric Company (Ohio PUC)

Cleveland Electric Illuminating Company (Ohio PUC)

East Ohio Gas Company (Ohic PUC)

Ohio Edison Company (Ohio PUC)

Cleveland Electric Hluminating Company (Ohio PUC)

Tucson Electric Power Company (Arizona Corp. Commission)
Michigan Consolidated Gas Co. --16 Refunds (Michigan PSC)
Southern Bell Telephone Company (Florida PSC)

General Telephone Company of Florida (Florida PSC)

Dayton Power & Light Co.- Fuel Adjustment Clause (Ohio PUC)
Gulf Power Company (Florida PSC)

Northern States Power Co. -- E-002/Minnesota (Minnesota PUC)
Southwestemn Bell Telephone Company (Missouri PSC))

Detroit Edison Company (Michigan PSC)

East Kentucky Power Cooperative, Inc. (Kentucky PSC)
Alabama Gas Corporation (Alabama PSC)

Alabama Power Company (Alabama PSC)

Florida Power Corporation (Florida PSC)

Kentucky Utilities (Kentucky PSC)

East Kentucky Power Cooperative, Inc. (Kentucky PSC)

Detroit Edison - Burlington Northemn Refund (Michigan PSC)
Detroit Edison - MRCS Program (Michigan PSC)

Consumers Power Company -MRCS Program (Michigan PSC)
Consumers Power Company - Energy conservation Finance
Program (Michigan PSC)

South Carolina Electric & Gas Company (South Carolina PSC)
Generic Working Capital Hearing (Michigan PSC)

Westcoast Transmission Co., (National Energy Board of Canada)
Southern Bell Telephone & Telegraph Co. (Florida PSC)

Toledo Edison Company(Ohio PUC)

Cleveland Electric Illuminating Company (Ohio PUC)
Tampa Electric Company (Florida PSC)

The Detroit Edison Company - Fermi II (Michigan PSC)
Columbia Gas of Kentucky, Inc. (Kentucky PSC)
Arkansas Power & Light Company (Missouri PSC)

The Detroit Edison Company — Refunds (Michigan PSC)
Kentucky American Water Company (Kentucky PSC)
Western Kentucky Gas Company (Kentucky PSC)
Connecticut Light & Power Co. (Connecticut DPU)
Palm Coast Utility Corporation (Florida PSC)
Consumers Power Co. (Michigan PSC)

Continental Telephone Company of California, (Nevada PSC)
Detroit Edison Co., FAC & PIPAC Reconciliation (Michigan PSC)
Louisiana Power & Light Company (Louisiana PSC)
Campaign Ballot Proposals (Michigan PSC)

Seacoast Utilities (Florida PSC)

Detroit Edison Company (Michigan PSC)

CP National Corporation (Nevada PSC)

Michigan Gas Utilities Company (Michigan PSC)

Sierra Pacific Power Company (Nevada PSC)

Florida Power & Light Company (Florida PSC)
Michigan Consolidated Gas Company (Michigan PSC)
Consumers Power Company (Michigan PSC)
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U-7480-R
U-7488-R
U-7484-R
U-7550-R
U-7477-R**
18978
R-842583
R-842740
850050-E1
16091

19297
76-18788AA
&76-18793AA

85-53476AA
& 85-534785AA

U-8091/U-8239
TR-85-179%*
85-212
ER-85646001
& ER-85647001
850782-E1 &
850783-El
R-860378
R-850267
851007-WU

& 840419-SU
G-002/GR-86-160
7195 (Interim)
87-01-03
87-01-02

3673-

29484

U-8924

Docket No. 1
Docket E-2, Sub 527
870853

880069**
U-1954-88-102

T E-1032-88-102
89-0033
U-89-2688-T
R-891364

F.C. 889

Case No. 88/546*

87-11628*

890319-E1
891345-EI

ER 8811 0912J
6531

Michigan Consolidated Gas Company (Michigan PSC)
Consumers Power Company — Gas (Michigan PSC)

Michigan Gas Utilities Company (Michigan PSC) ‘f
Detroit Edison Company (Michigan PSC)

Indiana & Michigan Electric Company (Michigan PSC)
Continental Telephone Co. of the South Alabama (Alabama PSC)
Duquesne Light Company (Pennsylvania PUC)

Pennsylvania Power Company (Pennsylvania PUC)

Tampa Electric Company (Florida PSC)

Louisiana Power & Light Company (Louisiana PSC)

Continental Telephone Co. of the South Alabama (Alabama PSC)

Detroit Edison - Refund - Appeal of U-4807 (Ingham
County, Michigan Circuit Court)

Detroit Edison Refund - Appeal of U-4758

{(Ingham County, Michigan Circuit Court)

Consumers Power Company - Gas Refunds (Michigan PSC)
United Telephone Company of Missouri (Missouri PSC)
Central Maine Power Company (Maine PSC)

New England Power Company (FERC)

Florida Power & Light Company (Florida PSC)
Duquesne Light Company (Pennsylvania PUC)
Pennsylvania Power Company (Pennsylvania PUC)

Florida Cities Water Company (Florida PSC)

Northern States Power Company (Minnesota PSC)

Gulf States Utilities Company (Texas PUC)

Connecticut Natural Gas Company (Connecticut PUC))

Southern New England Telephone Company

{Connecticut Department of Public Utility Control)

Georgia Power Company (Georgia PSC)

Long Island Lighting Co. (New York Dept. of Public Service)

Consumers Power Company — Gas (Michigan PSC)

Austin Electric Utility (City of Austin, Texas)

Carolina Power & Light Company (North Carolina PUC)

Pennsylvania Gas and Water Company (Pennsylvania PUC)

Southern Bell Telephone Company (Florida PSC)

Citizens Utilities Rural Company, Inc. & Citizens Utilities

Company, Kingman Telephone Division (Arizona CC)

Ilinois Bell Telephone Company (lllinois CC) ‘ |
Puget Sound Power & Light Company (Washington UTC)) ';
Philadelphia Electric Company (Pennsylvania PUC) |
Potomac Electric Power Company (District of Columbia PSC)

Niagara Mohawk Power Corporation, et al Plaintiffs, v.

Gulf+Western, Inc. et al, defendants (Supreme Court County of

Onondaga, State of New York)

Dugquesne Light Company, et al, plaintiffs, against Gulf+

Western, Inc. et al, defendants (Court of the Common Pleas of

Allegheny County, Pennsylvania Civil Division)

Florida Power & Light Company (Florida PSC)

Gulf Power Company (Florida PSC)

Jersey Central Power & Light Company (BPU)

Hawaiian Electric Company (Hawaii PUCs)
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R0901595
90-10
89-12-05
900329-WS
90-12-018
90-E-1185
R-911966

1.90-07-037, Phase I

U-1551-90-322
U-1656-91-134
U-2013-91-133
91-174*%**

U-1551-89-102
& U-1551-89-103
Docket No. 6998
TC-91-040A and
TC-91-040B

9911030-WS &
911-67-WS
922180

7233 and 7243
R-00922314

& M-920313C006
R00922428
E-1032-92-083 &
U-1656-92-183

92-09-19
E-1032-92-073
UE-92-1262
92-345

R-932667
U-93-60*+*
U-93-50**
U-93-64

7700
E-1032-93-111 &
U-1032-93-193
R-00932670
U-1514-93-169/
E-1032-93-169
7766

93-2006- GA-AIR*
94-E-0334
94-0270

94-0097
PU-314-94-688
94-12-005-Phase I
R-953297
95-03-01

95-0342
94-996-EL-AIR
95-1000-E

Equitable Gas Company (Pennsylvania Consumer Counsel)
Artesian Water Company (Delaware PSC)

Southern New England Telephone Company (Connecticut PUC)
Southern States Utilities, Inc. (Florida PSC)

Southern California Edison Company (California PUC)

Long Island Lighting Company (New York DPS)

Pennsylvania Gas & Water Company (Pennsylvania PUC)
(Investigation of OPEBSs) Department of the Navy and all Other

Federal Executive Agencies (California PUC)

Southwest Gas Corporation (Arizona CC)

Sun City Water Company (Arizona RUCQ)

Havasu Water Company (Arizona RUCO)

Central Maine Power Company (Department of the Navy and all
Other Federal Executive Agencies)

Southwest Gas Corporation - Rebuttal and PGA Audit (Arizona
Corporation Commission)

Hawaiian Electric Company (Hawaii PUC)

Intrastate Access Charge Methodology, Pool and Rates

Local Exchange Carriers Association and South Dakota
Independent Telephone Coalition

General Development Utilities - Port Malabar and

West Coast Divisions (Florida PSC)

Th